The  May  Department  Stores 
Company  is  one  of  the  country's 
leading  department  store  com¬ 
panies,  operating  365  quality 
department  stores  through  eight 
regional  divisions. 

Each  division  holds  a  leading 
....  .  © 

position  in  its  region. 


Total  Stores 

1S96  Sales 

Lord  &  Taylor 

24  markets,  including  New  York  City,  Chicago. 

Boston.  Washington,  D.C.,  Detroit, 

Dallas/Fort  Worth,  Atlanta,  and  Miami. 

59 

$1.7  billion 

Hecht’s  and  Strawbridge’s 

17  markets,  including  Washington,  D.C.,  Philadelphia 
(Strawbridge’s),  Baltimore,  Norfolk,  and  Richmond. 

71 

$2.2  billion 

Foley’s 

15  markets,  including  Houston,  Dallas/Fort  Worth, 

Denver,  San  Antonio,  and  Oklahoma  City. 

55 

$1.8  billion 

Robinsons-May 

10  markets,  including  Los  Angeles,  San  Diego, 

Orange  County,  Phoenix,  and  Riverside/San  Bernardino. 

54 

$1.8  billion 

Kaufmann’s 

20  markets,  including  Pittsburgh,  Cleveland,  Buffalo, 
Rochester,  Akron,  and  Syracuse. 

47 

$1.4  billion 

Filene’s 

16  markets,  including  Boston,  New  Haven,  Hartford, 
Providence,  R.I.,  and  Albany. 

40 

$1.4  billion 

Famous-Barr  and  L.S.  Ayres 

14  markets,  including  St.  Louis,  Indianapolis 
(L.S.  Ayres),  Fort  Wayne,  and  South  Bend. 

31 

$1.0  billion 

Meier  &  Frank 

Four  markets:  Portland/Vancouver,  Salem, 

Eugene,  and  Medford. 

8 

$0.4  billion 

The  May  Department  Stores  Company 

365 

$11.6  billion 

Financial 

Flighlights 


Dollars  in  millions, 

except  per  share 
(continuing  operations) 

Fiscal  1996 

Fiscal  1995 

Increase 

Net  retail  sales 
(52  weeks) 

S1 1,650 

$10,484 

11.1% 

Net  earnings 

$  749 

S  700 

7.0% 

Earnings  per  share 

$  2.82 

$  2.61 

8.0% 

Annual  dividend  rate  per 
common  share  at  year-end 

S  1.16 

S  1.14 

1.8% 

Return  on  equity 

19.4% 

20.8% 

Return  on  net  assets 

18.8% 

20.1% 
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Bright  citrus  colors 
brought  excitement  to  the 
selling  floor  in  almost 
every  category. 
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Letter  to 
Shareowners 


In  19%.  May  achieved  its  22nd  consecutive  year  of  record  sales  and  earnings  per 
share.  We  reached  812  billion  in  revenues.  Sales  grew  to  a  record  $11.6  billion,  an 
11.1%  increase,  with  store-for-store  sales  growing  4.3%  —  one  of  the  best  perfor¬ 
mances  in  department  store  retailing.  Earnings  per  share  increased  8.0%  to  a  record 
$2.82  per  share,  with  net  earnings  of  S749  million.  Our  organization  performed  well 
in  19%. 

We  opened  28  new  department  stores  in  1996.  bringing  our  total  to  365  stores  at 
fiscal  year-end.  The  new  stores  included  our  acquisition  of  13  Strawbridge  &  Clothier 
stores.  Strawbridge  &  Clothier  was  Philadelphia's  leading  department  store,  with  a 
long  and  distinguished  history  of  serving  its  customers.  Because  this  was  a  powerful 
franchise,  we  have  retained  the  name  Strawbridge’s  for  all  of  the  stores  Hecht’s  oper¬ 
ates  in  the  greater  Philadelphia  area. 

Hecht’s,  our  largest  division,  did  an  excellent  job  of  incorporating  Strawbridge’s  into 
its  company.  Hecht’s  now  operates  21  stores  in  the  Philadelphia  area,  making  it  the 
leading  department  store  in  the  market.  Lord  &  Taylor  operates  three  stores  in  that 
market,  with  a  fourth  scheduled  to  open  in  downtown  Philadelphia  in  the  fall  of  1997. 

On  February  12,  1997,  the  Board  of  Directors  approved  an  increase  in  May’s  annual 
dividend  to  81.20  per  share,  or  $.30  per  share  quarterly.  The  increase  was  effective 
with  the  March  15,  1997.  payment  to  owners  of  record  as  of  March  1.  This  is  our  23rd 
dividend  increase  in  22  years  —  and  1997  is  our  86th  year  of  uninterrupted  dividend 
payments  to  shareowners. 

In  August  19%.  May’s  Board  of  Directors  approved  a  8600  million  stock  repurchase 
program,  which  we  completed  during  the  year.  We  purchased  12.7  million  shares 
of  May  stock  at  an  average  price  of  847  per  share.  In  February  1997.  our  directors 
approved  an  additional  stock  buyback  of  $300  million. 

In  19%.  we  continued  to  focus  our  energy  on  delivering  mom  value  to  our  customers. 
We  effectively  leveraged  May  Merchandising  to  identify  ideas  and  trends  more 
quickly.  May  Merchandising  refined  the  steering  committee  process  through  which 
it  works  with  our  divisions.  The  refinements  resulted  in  better-organized  buying 
activities,  giving  us  increased  agility  in  responding  to  our  customers’  changing 
lifestyles  and  needs. 

We  strengthened  our  positions  in  our  super  brands,  including  Est£e  Lauder.  Hilfiger, 
Polo,  Nautica,  Nike,  Claiborne.  Calvin  Klein,  Slates,  Waterford,  and  Lenox.  We 
stepped  up  efforts  to  develop  niche  businesses  that  are  important  to  customers, 
such  as  candles,  vacuums,  razors,  cards,  and  gift  wrap.  We  continued  to  develop  our 
concept  of  operating  year-round  gift  stores,  offering  more  merchandise  for  gift-giv  ing 
occasions.  In  our  home  areas,  we  are  responding  to  the  demand  for  coordinating 
merchandise  in  a  number  of  important  categories. 

We  have  also  continued  to  build  on  our  very  successful  private-label  capabi lilies, 
with  sales  approaching  S2.0  billion  in  19%.  We  are  working  closely  with  key 
suppliers  on  many  fronts;  this  includes  getting  more  merchandise  delivered  already 
prepared  for  the  selling  floor,  which  lets  us  present  it  to  our  customers  sooner. 

We  are  striving  to  simplify  shopping  for  customers.  Our  bridal  registry  is  now  con¬ 
nected  nationally,  and  we  offer  a  toll-free  bridal  number.  We  improved  the  customer- 
friendliness  of  our  phone  order  business,  and  we  offer  24-hour  mattress  delivery  in 
selected  markets.  Customers  can  purchase  gift  certificates  at  registers  throughout 
our  stores. 


Sales  of  prestige  skin- 
treatment  products  contin¬ 
ued  to  enjoy  brisk  growth. 
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W  e  also  continued  to  make  each  of  our  stores  more  fun  and  exciting.  In  1996.  we 
invested  almost  $200  million  to  remodel  22  stores,  which  includes  the  expansion  of 
12  stores.  Our  floor  presentations  emphasized  the  key  brands  that  customers  prize, 
and  the  ever-popular  character  merchandise  such  as  Mickey  &  Co.  and  Pooh.  W  e 
worked  to  display  all  our  merchandise  in  visually  distinctive  ways.  W  e  also  brought 
excitement  to  our  stores  through  special  events  and  store  appearances  by  important 
designers  and  vendors. 

May  is  committed  to  treating  the  customer  right.  We  strive  to  keep  our  stores  well 
staffed  w  ith  friendly  sales  associates  who  are  sensitive  to  the  needs  of  our  customers. 
Our  surveys  show  that,  in  1996.  our  customers  again  gave  us  improved  marks  on 
service. 


Small  luxuries  such  as 
fine  leather  accessories 
are  always  in  demand. 


Our  expansion  and  improvement  plan  calls  for  an  investment  of  S3.4  billion  through 
2001.  The  plan  adds  almost  100  new  department  stores  and  remodels  100  others, 
half  of  w  hich  include  expansions.  The  capital  plan  for  1997  calls  for  13  new  stores, 
an  expenditure  of  $285  million.  We  will  invest  another  SI 50  million  to  remodel  29 
stores,  which  includes  the  expansion  of  13  stores. 

Executive  appointments  in  1996  enhance  our  capabilities.  We  named  John  L.  Dunham 
chief  financial  officer  of  the  corporation.  Mr.  Dunham,  a  20-year  veteran  of  May, 
served  most  recently  as  chairman  of  May  Merchandising  Company.  His  senior-level 
experience  includes  tenure  in  five  of  our  store  divisions. 

We  also  named  R.  Dean  W  olfe  executive  vice  president  of  acquisitions  and  real  estate, 
adding  to  his  prior  responsibilities.  Mr.  W  olfe  has  24  years  of  May  experience  in  the 
legal  and  real  estate  areas. 

1996  underscored  our  commitment  to  good  corporate  citizenship.  More  than  2,000 
human  service,  educational,  cultural,  and  civic  organizations  in  our  communities 
received  a  helping  hand  from  our  associates  and  the  company  through  donations  of 
$19  million.  May  associates  donated  S5.1  million  —  $4.6  million  to  the  United  W  ay, 
and  another  $500,000  to  organizations  that  received  dollar-for-dollar  matches  through 
the  May  Matching  Gift  Program.  May  donated  a  total  of  $13.9  million. 

We  also  strengthened  our  vendor  responsibility  program  in  1996.  The  program  re¬ 
quires  May,  our  vendors,  and  our  contractors  to  comply  fully  with  all  applicable  wage 
and  labor  laws.  We  include  these  requirements  on  all  of  our  purchase  orders,  and  we 
inspect  facilities  with  which  we  contract  to  ensure  full  compliance. 

We  begin  1997  with  our  store  companies  positioned  as  leaders  in  their  markets,  and 
w  ith  our  company  positioned  financially  for  growth.  Our  fundamental  commitment 
remains  unchanged:  to  increase  shareowner  value  —  by  operating  quality  department 
stores  that  provide  excellent  values  in  the  marketplace,  by  treating  the  customer 
right,  and  by  developing  and  retaining  the  best  talent  in  retailing.  Our  sights  are  set 
on  achieving  another  year  of  progress  toward  our  mission  of  Excellence  in  Retailing. 


We  deeply  appreciate  the  support  of  our  customers,  shareow  ners,  directors,  and 
suppliers,  all  of  whom  help  us  meet  our  goals.  Above  all.  we  salute  our  1 1 1,000  asso¬ 
ciates,  w  hose  dedication  to  our  customers  and  to  May's  continued  success  helped 
deliver  our  22nd  consecutive  record  year. 


Chairman  and  Chief  Executive  Officer  President 
March  29,  1997 


Leisure-related  merchan¬ 
dise  —  luggage,  cameras, 
and  personal  care  items  — 
sold  well  during  the  year. 
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Mickey  &  Co.  and  Pooh 
merchandise  won  cus¬ 
tomers  hearts  in  1996. 


Growing  Sales 
in  Existing  Stores 


Speedier,  More  Agile  Merchandising 

Through  the  combined  efforts  of  May  Merchandising,  our  steering  committees,  and 
our  store  divisions.  May  has  become  quicker  and  more  agile  in  responding  to  chang¬ 
ing  customer  needs. 

As  activewear  for  sports  and  exercise  becomes  increasingly  important  to  customers. 
May  is  strengthening  our  apparel  and  footwear  positions  with  Nike.  Reebok,  and 
Adidas.  We  are  also  responding  to  a  growing  customer  demand  for  merchandise 
related  to  health  care,  personal  comfort,  and  travel  by  emphasizing  businesses 
such  as  juicers,  100#  cotton  sheets,  massagers.  air  and  water  purifiers,  cameras, 
and  luggage. 

We  expanded  coordinated  offerings  for  the  home,  particularly  in  home  textiles  and 
bedding,  housewares,  china,  glassware,  and  silver.  Our  Croscill  shops,  for  instance, 
offer  many  appealing  coordinated  options  in  bedding,  w  indow  treatments,  lamps, 
wallpaper,  towels,  and  throws. 

Super  Brands 

In  1996.  we  built  upon  our  leadership  position  in  key  brands.  \\  e  launched  I^auren 
with  great  success,  and  plan  on  expanding  the  line  into  additional  stores  in  1997. 

We  expanded  our  position  with  Nautiea  and  Polo  with  the  new  Nautica  Competition 
and  Polo  Sport  installations.  We  strengthened  our  presence  in  designer  men’s  fur¬ 
nishings  with  Hilfiger,  Polo,  Claiborne,  and  Pern  Ellis.  A  number  of  our  stores  also 
added  Hilfiger  installations  for  boys.  Tommy  Jeans  for  young  men,  and  Polo  Jeans  for 
women.  In  cosmetics,  we  expanded  Origins  counters  into  seven  of  our  store  divisions. 

Important  Niche  Businesses 

May  stepped  up  efforts  to  identify  and  develop  niche  businesses.  These  are  areas 
where  the  customer  expects  department  stores  to  offer  competitive  selections  and 
values.  Candles,  vacuums,  cameras,  binoculars,  cards,  and  gift  wrap  are  some  exam¬ 
ples.  Together,  businesses  like  these  represent  sizable  sales,  and  they  provide  a 
valuable  service  to  our  customers. 

Simplified  Shopping  Experiences 

\\  ith  the  time  pressures  fac  ed  by  today’s  customer,  it  is  imperative  that  we  provide 
a  simpler  shopping  experience.  May  is  addressing  that  need  w  ith  a  number  of 
important  initiatives.  Our  electronic  bridal  gift  registry  is  now  connected  nationally 
.so  that  customers  can  look  up  gift  lists  across  the  country.  Customers  can  call 
1-800-9  SAY  I  DO  to  find  the  May  bridal  registry  store  nearest  them.  We  introduced 
an  electronic  baby  gift  registry  in  some  stores  in  1996.  which  allows  customers  to 
self-register  for  gifts  at  free-standing  kiosks. 

May  is  developing  a  more  convenient  phone-shopping  service,  with  toll-free  numbers 
for  all  of  our  divisions.  W  e  have  toll-free  numbers  for  mattress  purchases,  and  24- 
hour  mattress  deliver)  is  available  in  selected  markets.  We  have  placed  increased 
emphasis  on  a  quick  and  friendly  greeting  for  customers  from  our  sales  associates. 

Emphasis  on  Great  Gifts 

e  strengthened  our  resolve  to  be  a  year-round  gift  store.  We  are  carrying  more  mer¬ 
chandise  specific  to  special  gift-giving  events  such  as  Easter,  graduation,  the  Fourth 
of  July.  Halloween,  and  Thanksgiving,  in  addition  to  traditional  gift-giving  times  such 
as  Christmas.  Valentine's  Day.  Mother's  Day,  Father’s  Day,  and  personal  occasions. 


The  May  Department  Stores  Company 
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Activewear  and  casual 
apparel  responded  to 
changing  lifestyles. 


Merchandise  made  with 
fleece  appeared  in  home 
and  apparel  categories. 


Investing 
in  Growth 


New,  Expanded,  and  Improved  Stores 

In  1997.  we  plan  to  add  13  new  stores  for  a  total  investment  of  8285  million.  We  w  ill 
invest  another  SI 50  million  to  remodel  29  existing  stores,  which  includes  expansions 
to  13  locations.  Our  five-year  plan  calls  for  us  to  invest  S3.4  billion  to  add  approxi¬ 
mately  100  new  stores  and  to  remodel  100  stores,  half  of  which  will  include  expan¬ 
sions.  The  investment  will  add  more  than  16  million  square  feet  of  new  selling  space 
by  the  year  2001. 

Modernized  Distribution  Centers  and  Systems 

In  19%,  we  invested  approximately  853  million  in  distribution  system  improvements. 
Our  distribution  centers  made  substantial  progress  in  improving  the  flow  of  merchan¬ 
dise.  and  we  also  made  significant  productivity  gains.  Our  merchandise  is  moving  to 
the  selling  floor  faster  and  at  lower  costs. 

In  1997,  we  will  open  a  major  new  distribution  facility  for  Hecht’s.  The  facility 
incorporates  advanced  systems  and  technologies  that  promote  operating  efficiency 
and  provide  superior  service  to  our  customers.  Over  the  next  five  years,  we  will  invest 
over  8100  million  to  modernize  distribution  centers  and  systems. 

Strong  Financial  Condition 

Our  financial  strength  is  among  the  best  in  the  industry.  We  have  an  annual  cash 
flow  of  more  than  $1.1  billion.  We  are  committed  to  using  this  strength  to  enhance 
shareowner  value. 

In  19%.  we  used  our  strength  to  open  28  newr  stores,  including  13  acquired  stores, 
and  to  repurchase  12.7  million  shares  of  May  stock  —  a  total  repurchase  of  8600  mil¬ 
lion.  The  buyback  program  reduced  May’s  outstanding  shares  by  more  than  5 9c.  In 
February  1997.  May’s  Board  of  Directors  approved  an  additional  share  repurchase  of 
8300  million. 

Best  Talent 

May  firmly  believes  that  the  key  determinant  in  achieving  our  growth  objective  is 
the  talent  of  our  people. 

We  placed  increased  emphasis  on  executive  development,  with  the  process  focused 
on  helping  executives  manage  more  effectively.  In  19%,  we  added  an  assessment, 
feedback,  and  assistance  process  to  provide  more  personalized  development.  This  has 
helped  the  participating  executives,  and  it  has  improved  communications  throughout 
the  company. 

We  are  committed  to  ensuring  that  we  have  the  best  talent  available  to  lead  us  into 
the  future. 


Theme  merchandise  tied 
to  successful  movies, 
such  as  101  Dalmations , 
was  popular  during  1996. 
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Treating  the 
Customer  Right 


Our  sales  associates 
deliver  exceptional  cus¬ 
tomer  service.  They 
demonstrate  consistent 
resolve  in  supporting  our 
high  priority  to  treat  our 
customers  right.  Pictured 
here  are  sales  associates 
representing  our  more 
than  21,000  Diamond 
Star  winners  and  over 
10,000  President’s  Club 
members. 

Diamond  Stars  are 
displayed  on  the  name 
badges  of  those  associ¬ 
ates  who  are  providing 
the  highest  level  of  cus¬ 
tomer  service. 

President’s  Club  mem¬ 
bers,  most  of  whom 
earn  Diamond  Stars  as 
well,  wear  a  distinctive 
name  badge  indicating 
their  exceptional  sales 
productivity. 

Also  pictured  are 
Famous-Barr  associates 
receiving  the  1996 
CEO  Cup  for  the  store 
company  that  delivered 
the  highest  level  of  cus¬ 
tomer  service  in  May. 
This  is  the  third  time 
Famous-Barr  has 
received  this  honor. 

We  list  35  stores  recog¬ 
nized  with  individual 
Store  CEO  Cups  for  their 
terrific  customer  service 
results  in  1996.  Many 
of  these  stores  have  also 
received  CEO  Cups  in 
prior  years. 


(at  left,  from  left) 

Bill  H.  Griffiths,  Hecht’s;  Lili  M. 
Stanchevski.  Robinsons-May; 
and  K.J.  Florek,  Kaufmann’s. 

(at  right,  from  left) 

Charlotte  Jinks.  Hecht’s;  Steven 
P.  King.  Kaufmann’s;  Joanne  L. 
Calitri-Brown,  Filene’s;  and 
Jerome  T.  Loeb.  May  president. 


(at  left,  from  left) 

John  L.  Dunham,  May  chief 
financial  officer;  Norma  R. 
Meehan,  Filene’s;  Cody  M.  Hall, 
Foley’s;  and  Younzu  Sun, 
Robinsons*May. 

(at  right,  from  left) 

Sandi  L.  Lee.  Hecht's;  Darlene 
M.  Stevenson,  Lord  &  Taylor; 
Sue  C.  Hamideh.  Foley’s;  and 
Mane  C.  Pandolfo,  Filene’s. 


(at  left,  from  left) 

Gabriella  Powell,  Meier  & 

Frank;  Richard  L.  Battram, 

May  executive  vice  chairman; 
Elziner  Wilson,  Hecht’s;  and 
Susan  E.  Biard,  Robinsons-May. 

(at  right,  from  left) 

Nada  F.  Popovic,  L.S.  Ayres; 
Brian  Clutter.  Lord  &  Taylor; 
Betie  Newton,  Robinsons-May; 
and  Ann  E.  Marin,  Foley’s. 


I 


President’s  Club 

(from  left) 

Monika  R.  Carr.  Foley’s;  Judy  A. 
Wexler,  Filene’s;  Kamini  C. 
Kumar,  Foley’s;  and  Laurie 
Dennis.  Lord  &  Taylor. 
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(at  left,  from  left) 

Emmy  A.  Szabo.  Kaufmann's: 
Michael  J  Sherry.  Hecht’s;  and 
Debbie  L.  Jarrow.  Filene’s. 

(at  right,  from  left) 

Michele  A.  Prewitt.  Hecht’s; 
Maria  Califano.  Lord  &  Taylor. 
Eugene  S.  Kahn.  May  vice 
chairman;  and  Tam  L.  Nguyen. 
Kaufmann’s. 


(at  right,  from  left) 

Bonnie  V.  Canas.  Robinsons- 
May;  Lorraine  Larsen,  Lord  & 
Taylor;  Anthony  J.  Torcasio,  May 
Merchandising  Company  presi¬ 
dent  and  chief  executive  officer; 
and  Jo  A.  Lofland.  Kaufmann’s. 


(at  left,  from  left) 

Mana  S.  Villarreal.  Foley  s; 
Emily  C.  Lloyd.  Hecht’s;  and 
Ron  H.  Wolf.  Meier  &  Frank. 


(at  left,  from  left) 

Loreta  Marciano.  Lord  &  Taylor; 
Ken  W.  Trulock,  L.S  Ayres; 
Deanna  Sanson.  Foley’s;  and 
Gilda  Rogala.  Lord  &  Taylor 


1996  CEO  Cup  Winner 
Famous-Barr 

(at  right,  from  left) 

David  C.  Farrell.  May  chairman 
and  chief  executive  officer; 
Richard  W.  Bennet  III,  Famous- 
Barr  president  and  chief  execu¬ 
tive  officer;  J.  Kent  McHose. 
Famous-Barr  chairman  in  1996; 
Geri  V.  Dooley.  Famous-Barr 


Individual  Store  CEO  Cups 

The  figures  represent  the  number 
of  times  repeating  stores  have 
won  CEO  Cups. 

Lord  &  Taylor 

Aventura  Mall.  2 
Saint  Louis  Galleria.  4 
Burlington  Mall  (Boston).  4 
Trumbull  Shopping  Park 
Eastview  Mall  (Victor) 

Holyoke  Mall 

The  Pavilions  at  Buckland  Hills 
(Manchester) 

Hecht’s 

Lynnhaven  Mall 
(Virginia  Beach).  2 
St.  Charles  Towne  Center 
(Waldorf).  2 

Coliseum  Mall  (Hampton) 

Centre  at  Salisbury.  3 
Spotsylvania  Mall 
(Fredericksburg) 

River  Ridge  Mall  (Lynchburg).  2 

Strawbridge’s 

Deptford  Mall  (Bedford) 
Burlington  Center 

Foley’s 

The  Woodlands  (Tulsa) 
Deerbrook  (Houston),  2 
North  Hills  Mall 
(North  Richland) 

Quail  Spnngs  (Oklahoma  City).  2 

Robinsons-May 

Galleria  at  South  Bay 
(Redondo  Beach) 

Stonewood  Center  (Downey) 
Palm  Desert  Town  Center,  2 
Puente  Hills  Mall 
(City  of  Industry) 

Galleria  at  Tyler  (Riverside) 

El  Con  Center  (Tucson) 

Sunset  Galleria  (Henderson) 
Moreno  Valley  Mall 
Superstition  Springs  (Mesa).  2 

Filene’s 

Pheasant  Lane  (Nashua).  2 
Taunton,  2 

Famous-Barr 

Chesterfield  Mall 

L.S.  Ayres 

Southlake  Mall  (Merrillville) 
Tippecanoe  Mall  (Lafayette) 

Meier  &  Frank 

Salem,  2 

Rogue  Valley  Mall  (Medford).  2 
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Managements 
Discussion 
and  Analysis 


S  .83 
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Earnings  per  share  from 
continuing  operations 


$11.6 


Mav  achieved  its  22nd  consecutive  year  of  record  sales 
and  earnings  per  share  from  continuing  operations.  Our 
five-year  compound  growth  rate  for  earnings  per  share 
from  continuing  operations  was  13.2 %  —  among  the 
best  in  the  retail  industry. 

Sales  in  1996  were  SI  1.6  billion,  an  increase  of  1 1.1% 
over  1995  sales  of  SI 0.5  billion.  The  increase  reflects 
the  benefit  of  new -store  openings  and  an  increase  in 
store-for-store  sales  of  4.3%.  Store-for-store  sales 
increases  for  the  first  through  fourth  quarters  in  19% 
were  6.7%,  2.3%,  3.9%.  and  4.4%,  respectively. 

Our  1996  earnings  per  share  from  continuing  operations 
increased  8.0%  to  S2.82  from  last  year’s  $2.61.  Net 
earnings  from  continuing  operations  totaled  S749  mil¬ 
lion,  compared  with  S700  million  last  year.  Returns  on 
revenues,  equity,  and  continuing  operations'  net  assets 
were  6.2%,  19.4%,  and  18.8%,  respectively.  Return  on 
equity  is  computed  as  net  earnings  from  continuing 
operations  divided  by  beginning  shareowners’  equity 
adjusted  for  the  Pavless  spin-off. 

We  opened  28  department  stores  during  1996.  adding 
5.2  million  square  feet  of  retail  space.  Four  of  these 
stores  were  Lord  &  Taylor  locations,  in  Paramus,  N.J.; 
Gaithersburg,  Md.;  Fairfax.  Va.:  and  Woodbridge,  N.J. 
Hecht’s  opened  14  locations,  13  of  which  were  acquired 
Straw  bridge  &  Clothier  stores.  These  include  eight 
Pennsylvania  locations,  in  Philadelphia,  Willow  Grove, 
Exton.  Bensalem.  Plymouth  Meeting,  Springfield. 
Ardmore,  and  King  of  Prussia:  three  New  Jersey  loca¬ 
tions,  in  Cherry  Hill,  Voorhees,  and  Burlington:  two 
Delaware  locations,  in  Newark  and  W  ilmington:  and 
one  Virginia  location,  in  Manassas.  Foley’s  opened  two 
Texas  stores,  in  Sugarland  and  Laredo:  one  location  in 
Albuquerque,  N.M.;  and  one  location  in  Tulsa.  Okla. 
Robinsons-May  opened  one  location  in  Henderson,  Nev. 
Kaufmann’s  opened  one  store  in  Strongsville,  Ohio. 
Filene’s  opened  two  locations,  in  Marlborough.  Mass.: 
and  Manchester,  N.H.  Famous-Barr  opened  two  loca¬ 
tions,  a  Famous-Barr  store  in  Evansville,  Ind.,  and  an 
L.S.  Ayres  store  in  Muncie,  Ind. 

In  addition,  we  remodeled  22  department  stores  in 
1996.  totaling  1.8  million  retail  square  feet,  which 
included  the  expansion  of  12  stores  by  405.000  square 
feet.  At  fiscal  year-end.  May  operated  365  department 
stores  in  30  states  and  the  District  of  Columbia. 


Nine  department  stores  were  closed  during  the  year, 
resulting  in  a  net  increase  of  19  department  stores  and 
4.0  million  square  feet  of  retail  space.  This  is  the  third 
consecutive  year  of  significant  store  openings  following 
several  years  in  which  the  department  store  count 
decreased  as  new  department  store  openings  were  more 
than  offset  by  the  closings  of  low-productivity  stores. 

During  1996.  the  company  purchased  13  former 
Strawbridge  &  Clothier  department  stores  in  the  greater 
Philadelphia  area.  These  stores  were  added  to  the  exist¬ 
ing  Hecht’s  stores  in  Philadelphia.  All  operate  under 
the  name  Straw  bridge’s.  The  Strawbridge’s  operation 
enjoys  a  strong  leadership  position  in  Philadelphia. 

The  company  delivered  4.5  million  shares  of  May 
common  stock  and  assumed  $255  million  of  debt  and 
certain  other  liabilities  in  exchange  for  the  Strawbridge 
&  Clothier  department  store  assets.  Subsequent  to  the 
transaction,  the  company  repurchased  4.5  million 
shares  in  the  open  market. 

In  addition  to  the  repurchase  of  4.5  million  shares, 
the  company  used  its  financial  strength  to  purchase 

12.7  million  shares  for  $600  million.  These  stoc  k  pur¬ 
chases  and  corresponding  borrowings  result  in  a  capital 
structure  that  is  better  balanced  for  shareowners  and 
debtholders. 

In  Febniary  1997,  the  company  announced  plans  to 
repurchase  up  to  $300  million  of  May  common  stock. 

In  May  1996.  May  completed  the  spin-off  of  Payless 
ShoeSource,  Inc.  (“Payless”),  a  self-service  family  shoe 
store  subsidiary,  as  a  tax-free  distribution  to  shareown¬ 
ers.  Pavless  is  reported  as  a  discontinued  operation. 

Our  expansion  program  for  1997  includes  13  new 
department  stores,  totaling  2.0  million  square  feet  of 
retail  space.  In  addition,  the  company  plans  to  remodel 
29  department  stores  totaling  2.4  million  square  feet  of 
retail  space,  w  hich  includes  the  expansion  of  13  stores 
by  a  total  of  430,000  square  feet.  The  1997 -  2001 
new-store  plan  would  add  100  new  department  stores 
totaling  15  million  retail  square  feet,  a  4%  net  annual¬ 
ized  increase  in  department  store  square  footage. 

During  this  five-year  period.  May  plans  to  invest 

51.7  billion  for  new  stores,  $650  million  to  expand 
and  remodel  existing  stores,  and  $560  million  related 
to  systems  and  operations.  These  are  the  major  compo¬ 
nents  of  a  $3.4  billion  capital  plan. 


Net  retail  sales  from 
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Sales  per  square  foot 


Review  of  Operations 

Net  earnings  from  continuing  operations  totaled 
$749  million  in  1996,  compared  with  $700  million  in 
1995  and  $650  million  in  1994.  Return  on  revenues 
was  6.2%  in  1996.  compared  with  6.4#  in  1995  and 
1994.  Fully  diluted  earnings  per  share  from  continuing 
operations  reached  82.82  in  19%,  compared  with  82.61 
in  1995  and  $2.43  in  1994. 

Results  of  continuing  operations  for  the  past  three  years 
were  as  follows: 


Fiscal  1995  included  53  weeks;  however,  the  additional 
week  did  not  materially  affect  1995  earnings.  All  net 
retail  sales  infonnation  in  this  Review  of  Operations  i> 
presented  on  a  52-week  basis  for  comparability. 

Earnings  before  interest  and  taxes  (FRIT)  for  the  past 
three  years  were  as  follows: 

Increase 

(dollars  in  millions)  1996  1995  1994  1996  1995 


Operating  earnings 
Percent  of  revenues 


SI. 509  $1,410  $1,312 

12.6%  12  9%  13.0% 


7.0% 


7.5% 


(dollars  in 
millions,  except 
per  share) 


Percent  of 
Revenues 


Percent  of 
Revenues 


Percent  of 
Revenues 


Net  Retail 

Sales 

$11,650 

$10,484 

$  9.748 

Revenues 

$12,000 

100  0% 

$10,952 

100.0% 

$10,107 

100.0% 

Cost  of  sales 
Selling,  general 

0.226 

68  5 

7.461 

68  1 

6.879 

68  1 

and  administra¬ 
tive  expenses 

2.265 

18.9 

2.081 

190 

1.916 

18.9 

Interest 

expense,  net 

277 

23 

250 

23 

233 

23 

Earnings  before 
income  taxes 
Provision  for 

1.232 

103 

1.160 

10.6 

1.079 

10.7 

income  taxes* 

403 

39.3 

460 

39  7 

429 

39.7 

Net  Earnings 

S  749 

6.2% 

S  700 

6.4% 

$  650 

6.4% 

Fully  Diluted 

Earnings 
per  Share 

$  2.82 

$  2.61 

$  2.43 

EBIT  presented  above  includes  a  UFO  (last-in,  first 
out)  credit  of  $20  million,  $53  million,  and  $46  million 
in  1996,  1995,  and  1994,  respectively. 

EBIT,  excluding  LIFO,  is  presented  below  on  a  supple¬ 
mentary  basis  for  comparative  purposes: 

Increase 

(dollars  in  millions)  1996  1  995  1994  1996  1995 


Operating  earnings 
Percent  ot  revenues 


$1,489  $1,357  $1,266 

12.4%  12.4%  12.5% 


7.2% 


'Percent  of  Revenues  column  represents  effective  income  tax  rate 


Mays  365  quality  department  stores  are  operated  by 
eight  regional  department  store  companies  across  the 
l  nited  States,  operating  under  10  long-standing  and 
widely  recognized  names.  Each  store  company  holds  a 
leading  market  position  in  its  region. 

The  table  below  summarizes  net  retail  sales,  sales  per 
square  foot,  building  area  square  footage,  and  number 
of  stores  for  each  store  company: 


Net  Retail 
Sales  in  Millions 
of  Dollars 

Sales  per 
Square  Foot 

Building  Area 
Square  Footage 

In  Thousands 

Number  of  Stores 

Store  Company  and  Headquarters 

1996 

1995 

1996 

1995 

1996 

1995 

1996 

New 

Closed 

1995 

Lord  &  Taylor.  New  York  City 

$  1.718 

$  1.574 

$241 

$233 

7.473 

7,131 

59 

4 

2 

57 

Hecht's.  Washington.  D.C.  (Strawbridge's  in  Philadelphia) 

2.159 

1.650 

193 

207 

12.787 

10.455 

71 

14 

5 

62 

Foley's.  Houston 

1.801 

1.693 

180 

180 

10.603 

9.896 

55 

4 

- 

51 

Robinsons -May.  Los  Angeles 

1.751 

1.562 

185 

170 

9.808 

9.568 

54 

1 

- 

53 

Kaufmann's,  Pittsburgh 

1,447 

1.394 

191 

201 

7.968 

7,747 

47 

1 

- 

46 

Filene’s.  Boston 

1.364 

1.261 

232 

236 

6.255 

5.884 

40 

2 

1 

39 

Famous-Barr.  St.  Louis  (LS.  Ayres  in  Indianapolis) 

1.022 

983 

201 

201 

5.454 

5.189 

31 

2 

1 

30 

Meier  &  Frank.  Portland.  Ore. 

388 

367 

225 

213 

1.768 

1.770 

8 

- 

- 

8 

The  May  Department  Stores  Company 

$11,650 

$10,484 

$201 

$201 

62.116 

57.640 

365 

28 

9 

346 

Net  retail  sales  represent  sales  of  stores  open  at  the  end  of  1996 

Sales  per  square  foot  are  calculated  from  revenues  and  average  gross  retail  square  footage 
Building  area  represents  gross  retail  square  footage  of  stores  open  at  the  end  of  the  period  presented 
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$52.25 


$40.50 


Net  Retail  Sales.  Net  retail  sales  (see  page  21  for 
definition)  increases  for  1996  and  1995  were  as  follows: 

1996  vs.  1995  1995  vs.  1994  „ 

-  -  Five-Year 

Store-for-  Store-for-  Compound 

Total  Store  Total  Store  Growth  Rate 

11.1%  4.3%  7.5%  2.5%  8.2% 


in  revenues.  As  a  percent  of  revenues,  selling,  general, 
and  administrative  expenses  decreased  0.1%  to  18.9% 
in  19%.  compared  with  19.0%  in  1995,  as  an  increase 
in  bad-debt  expense  was  offset  by  efficiencies  across 
the  other  selling,  general,  and  administrative  expense 
components. 


$22.06 


$15.94 


Z 

86  88  90  92  94  96 

Common  stock  closing 
price  and  price  range 


The  total  sales  increase  for  1996  reflects  the  opening 
of  28  new  department  stores  anti  a  4.3%  store-for-store 
increase.  The  total  sales  increase  for  1995  includes  the 
results  of  37  new  department  stores  anti  a  2.5%  store- 
for-store  increase. 

Sales  include  leased  and  licensed  department  sales 
of  $342  million.  S31 1  million,  and  $290  million  in 
1996.  1995.  anti  1994,  respectively.  Revenues  include 
finance  charge  revenues  of  S338  million,  $340  million, 
and  $334  million  in  1996,  1995,  anti  1994.  respective¬ 
ly.  Finance  charge  revenues  have  remained  relatively 
constant  due  to  increased  use  of  third-party  credit 
cards. 

Cost  of  Sales.  Cost  of  sales  includes  cost  of  merchan¬ 
dise  sold  anti  buying  anti  occupancy  costs.  Cost  of  sales 
was  $8.23  billion  in  1996.  compared  with  $7.46  billion 
in  1995,  a  10.2%  increase.  The  overall  increase  result¬ 
ed  from  a  9.9%  increase  in  sales  (52  weeks  in  19% 
versus  53  weeks  in  1995)  anti  a  decrease  in  the  LIFO 
credit.  As  a  percent  of  revenues,  cost  of  sales  increased 
0.4%  from  68.1%  in  1995  to  68.5%  in  19%.  This 
increase  was  caused  primarily  by  the  decrease  in  the 
tEEX )  credit. 

Cost  of  sales  was  $7.46  billion  in  1995,  compared  with 
$6.88  billion  in  1994,  an  8.5%  increase.  The  overall 
increase  resulted  from  an  8.6%  increase  in  sales.  As 
a  percent  of  revenues,  cost  of  sales  remained  constant 
between  1995  and  1994  at  68.1%. 

The  impact  of  FIFO  on  cost  of  sales,  as  a  percent  of 
revenues,  is  shown  below: 

1996  1995  1994 

Cost  of  sales  68.5%  68.1%  68.1% 

UFO  credit  (0.2)  (0.5)  (0.4) 

Cost  of  sales  before  LIFO _ 68.7%  68.6%  68.5% 

Selling,  General,  and  Administrative  Expenses.  Selling, 
general,  and  administrative  expenses  were  $2.27  billion 
in  19%.  compared  w  ith  $2.08  billion  in  1995,  an  8.9% 
increase.  The  overall  increase  was  due  to  a  9.6%  increase 


Selling,  general,  and  administrative  expenses  were 
S2.08  billion  in  1995,  compared  with  $1.92  billion  in 
1994.  an  8.6%'  increase.  The  overall  increase  was  due 
to  an  8.4%  increase  in  revenues.  As  a  percent  of  rev¬ 
enues,  selling,  general,  and  administrative  expenses 
increased  0.1%  to  19.0%  in  1995.  compared  with  18.9% 
in  1994.  as  payroll  costs  increased  at  a  slightly  higher 
rate  than  revenues. 

Selling,  general,  and  administrative  expenses  include 
advertising  and  sales  promotion  costs  of  $439  million. 
$404  million,  and  $370  million  in  19%,  1995.  and 
1994.  respectively. 

Interest  Expense.  Interest  expense  components  were: 


(dollars  in  millions) 

1996 

1995 

1994 

Interest  expense 

$310 

$283 

$256 

Interest  income 

(16) 

(14) 

(8) 

Capitalized  interest 

(17) 

(19) 

(15) 

Interest  expense,  net 

$277 

$250 

$233 

Percent  of  revenues 

2.3% 

2.3% 

2.3% 

The  increase  in  19%  net  interest  expense  from  1995 
was  due  to  increased  average  borrowings  related  to  store 
growth,  including  the  acquisition  of  certain  assets  of 
Strawbridge  &  Clothier,  and  financing  the  company’s 
common  stock  repurchases. 

The  increase  in  1995  net  interest  expense  from  1994 
was  due  to  increased  average  borrowings  related  to  store 
growth,  including  the  acquisition  of  certain  assets  of 
John  VVanamaker  and  Woodward  &  Lothrop. 

Income  Taxes.  The  effective  income  tax  rates  were 
39.3%,  39.7%,  and  39.7%  in  19%.  1995.  and  1994. 
respectively. 

The  1996  effective  income  tax  rate  of  39.3%  decreased 
compared  with  1995  as  the  company  realized  a  partial- 
year  benefit  from  our  reincorporation  in  the  state  of 
Delaware  and  an  overall  decrease  in  our  effective 
federal  tax  rate. 


Book  value  per  common  share 
(1996  reflects  the 
spin-off  of  Payless) 
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15.7% 
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Return  on  equity 


Z 
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Return  on  net  assets 
from  continuing  operations 


Impact  of  Inflation.  Inflation  has  not  had  a  material 
impact  on  the  company's  1996  sales  growth  and  earn¬ 
ings.  The  company  values  its  inventory  on  a  UK) 
basis,  and  as  a  result,  tin*  current  cost  of  merchandise 
is  reflected  in  current  operating  results. 

Discontinued  Operation.  In  January  1996,  the  company 
announced  its  intention  to  spin  off  Payless,  its  chain 
of  self-service  family  shoe  stores.  The  spin-off  was  com¬ 
pleted  effective  May  4,  19%,  as  a  tax-free  distribution 
to  shareowners. 

Review  of  Financial  Condition 

We  continue  to  meet  our  objective  of  generating  suj>e- 
rior  shareowner  returns  while  maintaining  access  to 
capital  at  reasonable  costs. 

Return  on  Equity.  Return  on  equity  is  our  principal 
measure  in  evaluating  our  performance  for  shareowners 
and  our  ability  to  invest  shareowners’  funds  profitably. 
Our  objective  is  performance  that  places  our  return  on 
equity  in  the  top  quartilc  of  the  retail  industry.  Return 
on  beginning  equity  was  19.4#  in  19%.  compared  with 
20.8%  in  1995,  and  21.3%  in  1994.  The  19%  decrease 
results  in  part  from  our  share  repurchase.  The  cost  of 
the  share  repurchase  is  included  in  interest  expense 
with  no  corresponding  reduction  in  beginning  equity. 

Return  on  Net  Assets.  Return  on  continuing  operations' 
net  assets  measures  performance  independent  of  capital 
structure.  Return  on  continuing  operations’  net  assets 
represents  pretax  earnings  before  net  interest  expense 
and  the  interest  component  of  operating  leases,  divided 
by  beginning  of  year  continuing  operations'  net  assets 
(including  present  value  of  operating  leases).  Return  on 
continuing  operations’  net  assets  was  18.8#  in  19%. 
compared  with  20.1%  in  1995  and  1994. 

Cash  Flow.  Cash  flow  from  continuing  operations  (earn¬ 
ings  plus  depreciation/amortization)  was  $  1.1  billion. 
This  was  9.3%  of  revenues  in  19%,  compared  with 
9.4%  in  1995  and  1994.  The  company’s  cash  flow  as  a 
percent  of  revenues  continues  to  be  one  of  the  highest 
in  the  retail  industry  ,  and  it  provides  the  company  sig¬ 
nificant  resources  to  invest  in  its  business. 


Sources  and  (uses)  of  cash  flows  are  summarized  below: 


(millions) 

1996 

1995 

1994 

Earnings  and  depreciation/amortization 

$1,122 

$1,033 

$  947 

Working  capital  (increases)  decreases 

142 

(330) 

(165) 

Discontinued  operation 

(13) 

97 

(D 

Other  operating  activities 

8 

48 

07) 

Investing  activities 

(603) 

(871) 

(580) 

Net  long-term  debt  issuances 

412 

444 

118 

Net  purchases  of  common  stock 

(820) 

(14) 

(23) 

Dividend  payments 

(305) 

(296) 

(270) 

Increase  (decrease)  in 

cash  and  cash  equivalents 

$  (57) 

S  111 

$  9 

Financing  Activities.  Debt  issuances  for  the  second 
through  fourth  quarters  of  19%  were  $200  million,  $475 
million,  and  $125  million,  respectively.  Maturities 
range  from  2005  to  2036,  with  interest  rates  ranging 
from  6.875%  to  8.30%.  The  proceeds  from  the 
issuances  were  added  to  the  company’s  general  funds. 
They  were  available  for  stock  repurchases,  capital 
expenditures,  working  capital  needs,  the  purchase  of 
certain  of  the  company's  other  indebtedness,  and  other 
general  corporate  purposes,  including  investments  and 
acquisitions. 

During  the  fourth  quarter  of  19%,  the  company  re¬ 
corded  an  extraordinary  aftertax  loss  of  $5  million 
($8  million  pretax)  as  it  retired  $150  million  of  9.125# 
debentures  due  to  mature  December  1.  2016. 

During  the  fourth  quarter  of  1995,  the  company  re¬ 
corded  an  extraordinary  aftertax  loss  of  S3  million 
(S5  million  pretax)  as  it  executed  a  binding  contract  to 
call  $112  million  of  9.25%  debentures  due  to  mature 
March  1.  2016.  The  debentures  were  called,  effective 
March  1,  1996. 

Financial  Condition  Ratios.  Our  debt-to-capitalization 
and  fixed  charge  coverage  ratios  are  consistent  with 
our  capital  structure  objective.  They  provide  us  with 
substantial  financial  flexibility. 
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$1,122 


Cash  flow  from  continuing 
operations  On  millions) 
Depreciation  and  amortization  ■ 
Net  earnings  ■ 


The  debt-to-capitalization  ratios  were  48#.  42#.  and 
41#  for  1996,  1995,  and  1994.  respec  tively.  For  pur¬ 
poses  of  the  debt-to-capitalization  ratio,  total  debt  is 
defined  as  short-temi  and  long-term  debt  (including 
the  ESOP  debt  reduced  by  unearned  compensation), 
redeemable  preferred  stock,  and  the  capitalized  value 
of  all  leases,  including  operating  leases.  Capitalization 
is  defined  as  total  debt,  noncurrent  deferred  taxes, 
ESOP  Preference  Shares,  and  shareowners*  equity. 

The  1996  debt-to-capitalization  ratio  increased  l>ecause 
of  the  common  stock  repurchases  previously  discussed 
and  debt  assumed  in  the  Strawbridge  &  Clothier  trans¬ 
action.  See  Profit  Sharing  on  page  22  for  discussion  of 
the  ESOP. 

The  fixed-charge  coverage  ratios  were  4. lx  in  19%. 
and  4.2  x  for  1995  and  1994.  Fixed  charges  are  defined 
as  gross  interest  expense,  interest  expense  on  the  ESOP 
debt,  total  rent  expense,  and  the  pretax  equivalent  of 
dividends  on  redeemable  preferred  stock. 

Our  bonds  continue  to  be  rated  A2  by  Moodv*s 
Investors  Sendee.  Inc.  and  A  by  Standard  &  Poor’s 
Corporation.  Our  commercial  paper  is  rated  PI  by 
Moody’s  and  A1  by  Standard  &  Poor’s. 

Capital  Expenditures.  Our  strong  financial  condition 
enables  us  to  make  capital  expenditures  to  enhance 
shareowners’  returns.  Return  on  net  assets,  internal 
rate  of  return,  and  sales  per  square  foot  are  emphasized 
as  the  principal  operating  measures  as  we  invest  in  new 
stores  and  remodelings,  and  as  we  eliminate  unproduc¬ 
tive  space. 

Capital  expenditures  in  1997  will  approximate 
S635  million.  Capital  expenditures  for  the  1997  -  2001 
period  are  planned  at  $3.4  billion.  We  intend  to  use 
internal  cash  flow  to  finance  substantially  all  of  these 
expenditures. 


Common  Stock  Dividends  and  Market  Prices.  Our 

dividend  policy  is  based  on  historical  and  expected 
earnings  growth  rates  and  capital  investment  require¬ 
ments.  Our  objective  is  to  increase  dividends  on 
common  stock  consistent  with  our  long-term  earnings 
growth.  The  1997  annual  dividend  rate  was  increased 
by  3.4#.  or  $.04  per  share,  to  $1.20  per  share.  This 
is  the  22nd  consecutive  annual  dividend  increase.  The 
new  annual  dividend  rate  of  $1.20  per  share  was  effec¬ 
tive  with  the  March  1997  dividend  payment.  Dividends 
paid  have  increased  at  a  compound  rate  of  7.4#  during 
the  past  five  years.  This  rate  is  lower  than  the  five-year 
compound  earnings  growth  rate  of  13.2#  as,  over  time, 
we  are  adjusting  our  dividend  payout  ratio  to  reflect  the 
spin-off  of  Payless.  The  company  has  paid  consecutive 
quarterly  dividends  since  December  1.  1911. 

The  quarterly  price  ranges  of  the  common  stock  and 
dividends  per  share  in  1996  and  1995  were: 


Market  Price 


Market  Price 


Quarter 

High 

Low 

Per  Share 

High 

Low 

Per  Share 

First 

$517/a 

$433/« 

$  28  7z 

$38 

$33’/? 

$  .26 

Second 

52'/ 4 

40  Vz 

.29 

44  Vb 

357b 

287a 

Third 

49Va 

44  Vb 

.29 

453/b 

37 

.2872 

Fourth 

49 5/ e 

435/a 

29 

467b 

383/b 

.2872 

Year 

$52  Vb 

$40 1/2 

$1.1572 

$4674 

$33  72 

Sl.llVa 

The  approximate  number  of  common  shareowners  as  of  March  1,  1997 
was  43.100. 


Effective  May  4,  1996.  the  company  distributed  the 
common  shares  of  Payless  pro  rata  to  May  common 
shareowners  of  record  on  April  25.  1996.  The  May 
common  stock  price  on  May  8.  1996.  was  adjusted  by 
the  New  York  Stock  Exchange  from  $50.00  per  share 
to  $45.25  per  share,  reflecting  the  impact  of  the  distrib¬ 
ution  of  the  Pay  less  common  stock  to  May  common 
shareowners. 


Available  Credit.  The  company  has  $750  million  of 
available  borrowing  under  its  multiyear  credit  agree¬ 
ment.  In  addition,  the  company  has  filed  with  the 
Securities  and  Exchange  Commission  a  shelf  registra¬ 
tion  statement  that  would  enable  it  to  issue  up  to 
$500  million  of  additional  debt  securities. 
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Consolidated 
Statement  of  Earnings 


(dollars  in  millions,  except  per  share) 

1996 

1995 

1994 

Net  Retail  Sales 

S1 1,650 

$10,484 

S  9,748 

Revenues 

$12,000 

$10,952 

$10,107 

Cost  of  sales 

8,226 

7,461 

6,879 

Selling,  general,  and  administrative  expenses 

2,265 

2,081 

1,916 

Interest  expense,  net 

277 

250 

233 

Total  cost  of  sales  and  expenses 

10,768 

9,792 

9,028 

Earnings  from  continuing  operations  before  income  taxes 

1,232 

1,160 

1,079 

Provision  for  income  taxes 

483 

460 

429 

Net  Earnings  from  Continuing  Operations 

749 

700 

650 

Net  earnings  from  discontinued  operation 

11 

55 

132 

Net  earnings  before  extraordinary  loss 

760 

755 

782 

Extraordinary  loss  related  to 
early  extinguishment  of  debt,  net  of  income  taxes 

(5) 

(3) 

- 

Net  earnings 

$  755 

$  752 

$  782 

Primary  Earnings  per  Share: 

Continuing  operations 

$  2.94 

$  2.73 

S  2.53 

Discontinued  operation 

0.05 

0.22 

0.53 

Net  earnings  before  extraordinary  loss 

2.99 

2.95 

3.06 

Extraordinary  loss 

(0.02) 

(0.01) 

- 

Primary  Earnings  per  Share 

$  2.97 

$  2.94 

$  3.06 

Fully  Diluted  Earnings  per  Share: 

Continuing  operations 

S  2.82 

$  2.61 

$  2.43 

Discontinued  operation 

0.04 

0.21 

0.49 

Net  earnings  before  extraordinary  loss 

2.86 

2.82 

2.92 

Extraordinary  loss 

(0.02) 

(0.01) 

- 

Fully  Diluted  Earnings  per  Share 

$  2.84 

$  2.81 

$  2.92 

Fiscal  1 995  was  a  53-week  year.  Net  retail  sales  for  fiscal  1995  are  shown  on  a  52-week  basis  for  comparability.  Net  retail  sales  for  the 
53  weeks  ended  February  3.  1996,  were  $10,588 

See  Notes  to  Consolidated  Financial  Statements. 
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Consolidated  Balance  Sheet 


(dollars  in  millions,  except  per  share) 

February  1, 

1997 

February  3, 

1996 

Assets 

Current  Assets: 

Cash 

$  12 

S  12 

Cash  equivalents 

90 

147 

Accounts  receivable,  net 

2,425 

2,403 

Merchandise  inventories 

2,380 

2,134 

Other  current  assets 

128 

169 

Net  current  assets  of  discontinued  operation 

- 

232 

Total  Current  Assets 

5,035 

5,097 

Property  and  Equipment: 

Land 

287 

238 

Buildings  and  improvements 

3,252 

2,908 

Furniture,  fixtures,  and  equipment 

2,765 

2,416 

Property  under  capital  leases 

68 

75 

Total  property  and  equipment 

6,372 

5,637 

Accumulated  depreciation 

(2,213) 

(1,893) 

Property  and  equipment,  net 

4,159 

3,744 

Goodwill 

776 

671 

Other  Assets 

89 

89 

Net  Noncurrent  Assets  of  Discontinued  Operation 

- 

521 

Total  Assets 

$10,059 

$10,122 

Liabilities  and  Shareowners’  Equity 

Current  Liabilities: 

Current  maturities  of  long-term  debt 

$  256 

$  132 

Accounts  payable 

872 

692 

Accrued  expenses 

658 

650 

Income  taxes  payable 

137 

128 

Total  Current  Liabilities 

1,923 

1,602 

Long-term  Debt 

3,849 

3,333 

Deferred  Income  Taxes 

401 

378 

Other  Liabilities 

223 

204 

ESOP  Preference  Shares 

347 

366 

Unearned  Compensation 

(334) 

(346) 

Shareowners’  Equity: 

Common  stock 

118 

124 

Additional  paid-in  capital 

- 

- 

Retained  earnings 

3,532 

4,461 

Total  Shareowners’  Equity 

3,650 

4,585 

Total  Liabilities  and  Shareowners’  Equity 

$10,059 

$10,122 

Common  stock  has  a  par  value  of  $.50  per  share;  700  million  shares  are  authorized  and  313.6  million  shares  were  issued. 

At  February  1,  1997,  236.9  million  shares  were  outstanding,  and  76.7  million  shares  were  held  in  treasury.  At  February  3,  1996, 
248.9  million  shares  were  outstanding,  and  64.7  million  shares  were  held  in  treasury. 

ESOP  Preference  Shares  have  a  par  value  of  $.50  per  share,  a  stated  value  of  $507  per  share,  and  800,000  shares  are  authorized. 
At  February  1,  1997,  685,050  shares  (convertible  into  15.4  million  shares  of  common  stock)  were  issued  and  outstanding. 

At  February  3,  1996,  722,111  shares  (convertible  into  14.8  million  shares  of  common  stock)  were  issued  and  outstanding. 

See  Preferred  and  Preference  Stock  in  Notes  to  Consolidated  Financial  Statements  for  discussion  of  other  preferred  stock. 

See  Notes  to  Consolidated  Financial  Statements. 


Consolidated  Statement  of 
Cash  Flows 


(dollars  In  millions) 

1996 

1995 

1994 

Operating  Activities: 

Net  earnings  from  continuing  operations 

$  749 

$700 

$650 

Net  earnings  from  discontinued  operation 

11 

55 

132 

Extraordinary  loss  related  to  early 
extinguishment  of  debt,  net  of  income  taxes 

(5) 

(3) 

- 

Net  earnings 

755 

752 

782 

Adjustments  for  noncash  items  included  in  earnings: 
Depreciation  and  amortization 

373 

333 

297 

Deferred  income  taxes  (noncurrent) 

62 

42 

15 

Deferred  and  unearned  compensation 

10 

15 

16 

Working  capital  changes* 

142 

(330) 

(165) 

Other  assets  and  liabilities,  net 

(59) 

(6) 

(48) 

Total  Operating  Activities 

1,283 

806 

897 

Investing  Activities: 

Capital  expenditures 

(632) 

(801) 

(682) 

Dispositions  of  property  and  equipment 

53 

20 

106 

Goodwill 

(24) 

(89) 

- 

Other 

- 

(1) 

(4) 

Cash  provided  by  (used  in)  discontinued  operation 

(24) 

42 

(133) 

Total  Investing  Activities 

(627) 

(829) 

(713) 

Financing  Activities: 

Issuances  of  long-term  debt 

800 

600 

200 

Repayments  of  long-term  debt 

(388) 

(156) 

(82) 

Purchases  of  common  stock 

(869) 

(71) 

(56) 

Issuances  of  common  stock 

49 

57 

33 

Dividend  payments 

(305) 

(296) 

(270) 

Total  Financing  Activities 

(713) 

134 

(175) 

Increase  (Decrease)  in  Cash  and  Cash  Equivalents 

(57) 

111 

9 

Cash  and  Cash  Equivalents,  Beginning  of  Year 

159 

48 

39 

Cash  and  Cash  Equivalents,  End  of  Year 

$  102 

$159 

00 

Tj- 

</> 

'Working  capital  changes  comprise: 

Accounts  receivable,  net 

S  137 

S  29 

$  (43) 

Merchandise  inventories 

(211) 

(321) 

(166) 

Other  current  assets 

45 

13 

14 

Accounts  payable 

180 

(43) 

(44) 

Accrued  expenses 

(18) 

(8) 

(6) 

Income  taxes  payable 

9 

- 

80 

Net  decrease  (increase)  in  working  capital 

$  142 

$(330) 

$(165) 

Cash  paid  during  the  year: 

Interest 

$  288 

S268 

$240 

Income  taxes 

380 

448 

418 

Noncash  investing  and  financing  activities  include  conversions  of  ESOP  Preference  Shares  into  common  stock  of  $19  million, 
$8  million,  and  $7  million  in  1996.  1995,  and  1994.  respectively. 


See  Notes  to  Consolidated  Financial  Statements. 
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Consolidated  Statement  of 
Shareowners"  Equity 


(dollars  in  millions, 
shares  in  thousands) 

Outstanding 
Common  Stock 

Additional 

Paid-in 

Capital 

Retained 

Earnings 

Total 

Shareowners’ 

Equity 

Shares 

Dollars 

Balance  at  January  29,  1994 

248,342 

$124 

$  21 

$3,494 

$3,639 

Net  earnings 

- 

- 

- 

782 

782 

Dividends  paid: 

Common  stock  (Si. 01  per  share) 

- 

- 

- 

(251) 

(251) 

ESOP  Preference  Shares,  net  of  tax  benefit 

- 

- 

- 

(19) 

(19) 

Preferred  stock 

- 

- 

- 

- 

- 

Common  stock  issued 

1,429 

1 

39 

- 

40 

Purchase  of  common  stock 

(1,388) 

(1) 

(55) 

- 

(56) 

Balance  at  January  28,  1995 

248,383 

124 

5 

4,006 

4,135 

Net  earnings 

- 

- 

- 

752 

752 

Dividends  paid: 

Common  stock  ($1.1 17*  per  share) 

- 

- 

- 

(277) 

(277) 

ESOP  Preference  Shares,  net  of  tax  benefit 

- 

- 

- 

(19) 

(19) 

Preferred  stock 

- 

- 

- 

- 

- 

Common  stock  issued 

2,198 

1 

64 

- 

65 

Purchase  of  common  stock 

(1.710) 

(1) 

(69) 

(1) 

(71) 

Balance  at  February  3,  1996 

248,871 

124 

- 

4,461 

4,585 

Net  earnings 

- 

- 

- 

755 

755 

Dividends  paid: 

Common  stock  ($1.15  72  per  share) 

- 

- 

- 

(287) 

(287) 

ESOP  Preference  Shares,  net  of  tax  benefit 

- 

- 

- 

(18) 

(18) 

Preferred  stock 

- 

- 

- 

- 

- 

Common  stock  issued 

6,646 

3 

258 

- 

261 

Purchase  of  common  stock 

(18,591) 

(9) 

(258) 

(602) 

(869) 

Distribution  of  equity  in  Payless  ShoeSource,  Inc. 

_ 

_ 

_ 

(777) 

(777) 

Balance  at  February  1,  1997 

236,926 

$118 

$  - 

$3,532 

$3,650 

Outstanding  common  stock  excludes  shares  held  in  treasury. 

Treasury  share  activity  for  the  last  three  years  is 

summarized  below: 

1996 

1995 

1994 

Balance,  Beginning  of  Year 

64,766 

65,254 

65,295 

Common  stock  issued: 

Exercise  of  stock  options 

(997) 

(1,419) 

(677) 

Deferred  compensation  plan 

(150) 

(158) 

(181) 

Restricted  stock  grants,  net  of  forfeitures 

(246) 

(236) 

(157) 

Contribution  to  Profit  Sharing  Plan 

- 

(89) 

(145) 

Conversion  of  ESOP  Preference  Shares 

(796) 

(296) 

(269) 

Strawbridge  &  Clothier  acquisition 

(4,457) 

- 

- 

(6,646) 

(2,198) 

(1,429) 

Purchase  of  common  stock 

18,591 

1,710 

1,388 

Balance,  End  of  Year 

76,711 

64,766 

65,254 

See  Notes  to  Consolidated  Financial  Statements. 


Notes  to  Consolidated 
Financial  Statements 


Summary  of  Significant 
Accounting  Policies 

Fiscal  Year.  The  company’s  fiscal  year  ends  on  the 
Saturday  closest  to  January  31.  Fiscal  years  1996.  1995, 
and  1994  ended  on  February  1,  1997.  February  3.  1996, 
and  January  28.  1995,  respectively.  Fiscal  1995  includ¬ 
ed  53  weeks.  References  to  years  in  this  annual  report 
relate  to  fiscal  years  rather  than  calendar  years. 

Basis  of  Reporting.  The  consolidated  financial  state¬ 
ments  include  the  accounts  of  the  company  and  all 
wholly  owned  subsidiaries  (the  company),  reflecting 
the  operation  of  365  quality  department  stores.  The 
consolidated  financial  statements  reflect  Payless 
ShoeSourcc,  Inc.  (“Pay less”),  as  a  discontinued  opera¬ 
tion  through  May  4.  1996.  All  the  following  notes, 
except  Discontinued  Operation  on  page  27.  reflect 
data  on  a  continuing  operations  basis. 

Use  of  Estimates.  Management  makes  estimates  and 
assumptions  that  affect  the  amounts  reported  in  the 
consolidated  statements  of  earnings,  shareowners’ 
equity  and  cash  flows,  the  consolidated  balance  sheet, 
and  notes  to  consolidated  financial  statements.  Actual 
results  could  differ  from  the>e  estimates. 

Net  Retail  Sales  and  Revenues.  Net  retail  sales  (sales) 
represent  sales  of  stores  operating  al  the  end  of  the 
latest  period,  and  exclude  finance  charge  revenues 
and  the  sales  of  stores  that  have  been  closed  and  not 
replaced.  Sales  include  sales  of  merchandise  and 
sendees,  and  sales  from  leased  and  licensed  depart¬ 
ments.  Sales  are  net  of  returns  and  exclude  sales  tax. 
Store-for-store  sales  represent  sales  of  those  stores  open 
during  Ixjth  years.  Revenues  include  finance  charge 
revenues  and  all  sales  from  all  stores  operating  during 
the  period. 

Cost  of  Sales.  Cost  of  sales  includes  the  cost  of  mer¬ 
chandise  sold  and  buying  and  occupancy  costs. 

Advertising  Costs.  Advertising  and  sales  promotion  costs 
are  expensed  at  the  time  the  advertising  takes  place. 

Preopening  Expenses.  Costs  associated  with  the  opening 
of  new  stores  are  expensed  during  the  year  incurred. 

Income  Taxes.  Income  taxes  are  accounted  for  using  a 
balance  sheet  approach  known  as  the  liability  method. 
The  liability  method  accounts  for  deferred  income  taxes 
by  applying  statutory  tax  rates  in  effect  at  the  date  of 
the  balance  sheet  to  differences  between  the  book  basis 
and  the  tax  basis  of  assets  and  liabilities.  Adjustments 
to  deferred  taxes  resulting  from  statutory  rate  changes 
flow  through  the  tax  provision  in  the  year  of  the  change. 
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Earnings  per  Share.  Primary'  earnings  per  share  arc 
computed  by  dividing  net  earnings  less  dividend 
requirements  on  redeemable  preferred  stock  and  ESOP 
Preference  Shares  (net  of  related  income  tax  Iwmefits  on 
unallocated  shares)  by  the  average  number  of  shares  of 
common  stock  outstanding  and  common  share  equiva¬ 
lents  during  the  period.  Fully  diluted  earnings  per 
share  assume  conversion  of  the  ESOP  Preference 
Shares  into  common  stock,  and  adjust  net  earnings 
for  the  additional  expense  required  to  fund  the  ESOP 
debt  service  resulting  from  the  assumed  replacement 
of  the  ESOP  Preference  Shares  dividends  with  common 
stock  dividends.  The  average  number  of  shares  of 
common  stock  outstanding  and  common  share  equiva¬ 
lents  used  to  calculate  fully  diluted  earnings  per  share 
were  264. 1  million.  265.3  million,  and  264.9  million  in 
1996,  1995,  and  1994.  respectively  References  to  earn¬ 
ings  j>er  share  in  this  annual  report  relate  to  fully  diluted 
earnings  per  share. 

Stock-based  Compensation.  In  19%,  the  company 
adopted  the  alternative  understatement  of  Financial 
Accounting  Standards  (SFAS)  No.  123.  '■Accounting  for 
Stock-Based  Compensation,”  which  allows  for  contin¬ 
ued  application  of  APB  Opinion  No.  25  in  accounting 
for  stock-based  compensation. 

Cash  Equivalents.  Cash  equivalents  consist  primarily 
of  commercial  paper  with  maturities  of  less  than  three 
months.  Cash  equivalents  are  stated  at  cost,  which 
approximates  lair  value. 

Accounts  Receivable.  In  accordance  with  industry 
practice,  installments  on  deferred  payment  accounts 
receivable  maturing  in  more  than  one  year  have  been 
included  in  current  assets. 

Merchandise  Inventories.  Merchandise  inventories  are 
valued  by  the  retail  method  and  are  stated  on  the  LIFO 
(last- in.  first-out)  cost  basis,  which  is  lower  than  market. 
The  accumulated  LIFO  provision  was  898  million  and 
SI  18  million  in  1996  and  1995.  respectively. 

Property  and  Equipment.  Property  and  equipment  are 
recorded  at  cost.  Property  and  equipment  are  depreciat¬ 
ed  on  a  straight-line  basis  over  their  estimated  useful 
lives.  Investments  in  properties  under  capital  leases 
and  leasehold  improvements  are  amortized  over  the 
shorter  of  their  useful  lives  or  their  related  lease  terms. 

Goodwill.  Goodwill  represents  the  excess  of  cost  over 
the  fair  value  of  net  tangible  assets  acquired,  at  the  dates 
of  acquisition.  Substantially  all  amounts  are  amortized 
using  the  straight-line  method  over  a  40-year  period. 
Goodwill  is  presented  in  the  consolidated  balance  sheet 


net  of  accumulated  amortization  of  $151  million  and 
3129  million  in  1996  and  1995,  respectively. 

Long-lived  Assets.  Beginning  in  1995,  long-lived  assets 
and  certain  identifiable  intangibles  to  be  held  and  used 
or  disposed  of  were  reviewed  to  determine  whether 
the  carry  ing  amount  of  the  asset  was  recoverable.  No 
impairment  losses  needed  to  be  recognized  for  applica¬ 
ble  assets  of  continuing  operations. 

Derivatives  Policy.  The  company’s  policy  is  to  use  finan¬ 
cial  derivatives  only  to  reduce  risk  in  conjunction  with 
specific  business  transactions.  Gains  and  losses  on 
hedges  of  existing  assets  or  liabilities  are  included  in 
the  respective  balance  sheet  amounts.  Gains  and  losses 
related  to  hedges  of  firm  commitments  or  anticipated 
transactions  are  deferred  and  recognized  in  operating 
results  or  included  in  balance  sheet  amounts  when  the 
transaction  occurs. 

Reclassifications.  Certain  prior-period  amounts  have 
been  reclassified  to  conform  with  the  current-year 
presentation. 

Quarterly  Results  (Unaudited) 

Quarterly  results  of  continuing  operations  are  deter¬ 
mined  in  accordance  w  ith  the  annual  accounting  poli¬ 
cies.  They  include  certain  items  based  upon  estimates 
for  the  entire  year.  Summarized  quarterly  results  for 
the  last  two  years  were  as  follows: 


(millions, 
except  per  share) 

1996 

Quarter 

First 

Second 

Third 

Fourth 

Year 

Revenues 

S2.511 

S  2.533 

S  2.855 

S4.101 

$12,000 

Cost  of  sales 

SI. 755 

$1,773 

$2,004 

$2,694 

S  8.226 

Net  earnings  from 
continuing  operations  S  98 

$  110 

$  118 

S  423 

$  749 

Pnmary  earnings 
per  share  from 
continuing  operations 

S  0.37 

$  0.42 

$  0.45 

$  1.70 

$  2.94 

Fully  diluted  earnings 
per  share  from 

continuing  operations  $  0.36 

$  0.41 

$  0.44 

$  1.61 

$  2.82 

^  1 1 II 1 1 IVI  tw, 

except  per  share) 

1995 

Quarter 

First 

Second 

Third 

Fourth 

Year 

Revenues 

S2.218 

$2,325 

S  2.569 

$3,840 

$10,952 

Cost  of  sales 

$1,543 

$  1 ,625 

$1,798 

$2,495 

$ 

7.461 

Net  earnings  from 
continuing  operations  $  87 

S  107 

$  110 

S  396 

S 

700 

Pnmary  earnings 
per  share  from 
continuing  operations 

S  0.33 

$  0.41 

S  0.42 

$  1.57 

$ 

2.73 

Fully  diluted  earnings 
per  share  from 

continuing  operations  S  0.32 

S  0.40 

$  0.41 

$  1.48 

$ 

2.61 

There  are  variables  and  uncertainties  in  the  factors 
used  to  estimate  the  annual  LIFO  provision  (credit)  on 
an  interim  basis.  The  following  unaudited  supplemen¬ 
tary  information  shows  the  pro  forma  per  share  impact 
of  LIFO  had  the  final  variables  and  factors  been  known 
at  the  beginning  of  each  year. 


1996  1995 


Pro  As  Pro  As 

Quarter  Forma  Reported  Forma  Reported 


First 

$(0.01) 

$  0.02 

$(0.02) 

$  0.02 

Second 

(0.01) 

0.02 

(0.03) 

0.02 

Third 

(0.01) 

0.00 

(0.03) 

0.00 

Fourth 

(0.02) 

(0.09) 

(0.04) 

(0.16) 

Year 

$(0.05) 

$(0.05) 

S(0.12) 

$(0.12) 

Acquisitions 

On  July  18. 19%.  the  company  purchased  13  former 
Strawbridge  &  Clothier  department  stores  in  the  greater 
Philadelphia  area.  The  company  delivered  4.5  million 
shares  of  May  common  stock  and  assumed  8255  million 
of  debt  and  certain  other  liabilities  in  exchange  for  the 
Strawbridge  &  Clothier  department  store  assets. 

In  August  1995.  the  company  purchased  14  John 
Wanamaker  stores  in  the  Philadelphia  area  and  three 
Woodward  &  Lothrop  stores  in  the  Washington,  O.C., 
area,  for  approximately  S412  million.  This  acquisition 
was  funded  principally  with  long-term  debt. 

These  asset  acquisitions  have  been  accounted  for  as 
purchases,  and  accordingly,  the  operating  results  of 
the  acquired  stores  have  been  included  in  the  compa¬ 
ny's  consolidated  results  since  the  acquisition  dates. 

The  acquisitions  did  not  have  a  material  effect  on  the 
results  of  operations  or  financial  position  of  the  company 
in  19%  or  1995. 

Profit  Sharing 

The  company  has  a  qualified  profit-sharing  plan  that 
covers  substantially  all  associates  who  work  1,000  hours 
or  more  in  a  year  and  have  attained  age  21.  The  plan  is 
a  defined  contribution  program  that  provides  for  discre¬ 
tionary  matching  allocations  at  a  variable  matching  rate 
generally  based  upon  changes  in  the  company’s  annual 
earnings  per  share,  as  defined  in  the  plan.  The  plan’s 
matching  allocation  value  totaled  S43  million  in  1996, 
representing  a  record  effective  match  rate  of  103%. 

The  matching  allocation  value  was  $33  million  and 
329  million  in  1995  and  1994,  respectively. 

The  company’s  Profit  Sharing  Plan  includes  an 
Employee  Stock  Ownership  Plan  (ESOP)  under  which 
the  Profit  Sharing  Plan  borrowed  3400  million  in  1989. 
guaranteed  by  the  company,  at  an  average  rate  of  8.5% 
with  an  average  maturity  of  12  years.  The  proceeds 
were  used  to  purchase  3400  million,  or  788.955  shares, 
of  a  new  class  of  convertible  preference  stock  of  the 
company  (ESOP  Preference  Shares).  Each  share  is 
currently  convertible  into  22.525  shares  of  common 
stock  and  has  a  stated  value  of  $22.51  per  common 
share  equivalent.  The  annual  dividend  rate  on  the 
ESOP  Preference  Shares  is  7.5%,  and  the  shares  are 
redeemable  by  the  holder  or  the  company  in  certain 
situations. 
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The  $363  million  outstanding  portion  of  the  guaranteed 
ESOP  debt  is  reflected  on  the  consolidated  balance 
sheet  as  long-term  debt  because  the  company  will  ulti¬ 
mately  fund  the  required  debt  service.  The  company’s 
contributions  to  the  ESOP,  along  with  the  dividends  on 
the  ESOP  Preference  Shares,  are  used  to  repay  the  loan 
principal  and  interest.  Interest  expense  associated  with 
the  ESOP  debt  was  S31  million  in  19%.  $32  million 
in  1995,  and  $33  million  in  1994.  ESOP  Preference 
Shares  dividends  were  $26  million  in  19%.  and 
$28  million  in  1995  and  1994.  ESOP  debt  principal 
payments  began  in  1993.  flic  release  of  ESOP 
Preference  Shares  is  based  upon  debt-service  payments, 
and  the  shares  are  allocated  to  participating  associates’ 
accounts.  Unearned  compensation,  initially  an  equal, 
offsetting  amount  to  the  $400  million  guaranteed  ESOP 
debt,  has  been  adjusted  for  the  difference  between  the 
expense  related  to  the  ESOP  and  cash  payments  to  the 
ESOP,  and  it  is  amortized  as  principal  is  repaid. 

Phe  company’s  expense  related  to  the  Profit  Sharing 
Plan  was  $22  million,  $17  million,  and  $19  million  in 

1996,  1995,  and  1994.  respectively. 

\l  February  1.  1997.  the  Profit  Sharing  Plan  beneficial¬ 
ly  owned  I  1.5  million  shares  of  the  company’s  common 
stock  and  100%  of  the  company’s  ESOP  Preference 
Shares.  The  Preference  Shares  are  convertible  into 
15.4  million  shares  of  the  company’s  common  stock, 
which  represents  10.7%  of  the  company’s  common 
stock  on  a  fully  converted  basis. 

Pension 

4'he  company  has  a  qualified  retirement  plan  that  covers 
substantially  all  associates  who  work  1.000  hours  or 
more  in  a  year  and  have  attained  age  21.  The  plan  is 
noneontrihutory.  It  provides  benefits  based  upon  years 
of  sen  ice  and  pay  during  employment.  In  addition,  dur¬ 
ing  1996  the  company  assumed  a  fully  funded  qualified 
pension  plan  in  connection  with  the  acquisition  of  the 
Strawbridge  &  Clothier  department  store  assets.  This 
plan  operates  under  provisions  similar  to  those  of  the 
company’s  qualified  plan.  The  acquired  plan  has  an 
accumulated  l>enefit  obligation  of  $98  million  and  a  pro¬ 
jected  benefit  obligation  of  $98  million.  At  February  1. 

1997.  the  qualified  plans*  assets  exceed  the  accumulat¬ 
ed  benefit  obligation  hv  $62  million. 

The  company  also  maintains  a  nonqualified  supplemen¬ 
tary'  retirement  plan  for  certain  associates.  Further,  the 
company  assumed  a  similar  nonqualified  supplementary 
retirement  plan  from  Strawbridge  &  Clothier  with  an 
accumulated  benefit  obligation  of  $13  million  and  a 
projected  benefit  obligation  of  $13  million. 


Pension  expense  is  based  on  information  provided  by 
an  outside  actuarial  firm,  which  uses  assumptions  to 
estimate  the  total  benefits  ultimately  payable  to  associ¬ 
ates  and  then  allocates  this  cost  to  sen  ice  periods,  flic 
actuarial  assumptions  used  to  calculate  pension  costs 
are  reviewed  annually  . 

The  following  tables  summarize  the  funded  status  of 
the  plans,  components  of  pension  expense,  actuarial 
assumptions,  and  definitions  of  terms  for  Ixith  the  quali¬ 
fied  and  nonqualified  plans. 

Qualified  Plans  (Funded) 


(millions) 

19% 

1995 

Actuanal  Present  Value  of  Benefit  Obligations 

Vested  benefrt  obligation 

$323 

$213 

Nonvested  benefit  obligation 

24 

16 

Accumulated  benefit  obligation  (ABO) 

347 

229 

Estimated  effect  of  future  salary  increases 

33 

35 

Projected  benefit  obligation  (PBO) 

380 

264 

Plan  assets  at  fair  value  (pnmanly 
equity  and  fixed  income  securities) 

409 

290 

Plan  assets  in  excess  of  PBO 

29 

26 

Unrecognized  obligation 

1 

1 

Unrecognized  gain 

(32) 

(30) 

Unrecognized  prtor  service  cost 

2 

3 

Accrued  pension  cost 

$  0 

$  0 

Plan  assets  in  excess  of  ABO 

$  62 

$  61 

Nonqualified  Plans  (Unfunded) 

(millions) 

19% 

1995 

Actuanal  Present  Value  of  Benefit  Obligations 
Vested  benefit  obligation 

$  59 

$  47 

Nonvested  benefit  obligation 

13 

13 

Accumulated  benefit  obligation  (ABO) 

72 

60 

Estimated  effect  of  future  salary  increases 

18 

14 

Projected  benefit  obligation  (PBO) 

90 

74 

Plan  assets  at  fair  value 

0 

0 

Plan  assets  less  than  PBO 

(90) 

(74) 

Unrecognized  obligation 

2 

2 

Unrecognized  loss 

3 

3 

Unrecognized  prior  service  cost 

13 

18 

Accrued  pension  cost 

$(72) 

$  (51) 

Plan  assets  less  than  ABO 

$  (72) 

$  (60) 

The  accrued  pension  cost  is  included  in  other  liabilities 
on  the  accompany  ing  balance  sheet.  Accrued  pension 
cost  principally  represents  amounts  expensed  but  not 
yet  contributed  to  the  nonqualified  supplementary 
retirement  plans. 


Components  of  Pension  Expense  (all  plans) 


(millions) 

19% 

1995 

1994 

Service  cost 

$27 

$21 

$  22 

Interest  on  PBO 

24 

22 

19 

Actual  return  on  assets 

(30) 

(61) 

6 

Net  amortization  and  deferral 

10 

46 

(19) 

Total 

S31 

S  28 

S  28 

Actuarial  Assumptions 

January  1, 

1997 

19% 

1995 

Discount  rate 

7.5  % 

7.0  % 

8  0  °o 

Expected  return  on  plan  assets 

7.75 

725 

8.25 

Salary  increase 

4.5 

4.5 

5.0 

At  the  end  of  1996,  the  discount  rate  was  increased  as 
a  result  of  a  general  increase  in  interest  rates  during 
the  year. 
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Definitions  of  Terms: 

ABO  is  the  actuarial  present  value  of  benefits  (both  vested  and  nonvested} 
attributed  by  the  pension  benefit  formula  to  prior  associate  service:  it  is  based 
on  current  and  past  compensation  levels. 

PBO  is  the  actuanal  present  value  of  benefits  attnbuted  by  the  pension  benefit  for¬ 
mula  to  poor  associate  service:  it  takes  into  consideration  future  salary  increases 

Accrued  pension  cost  is  the  balance  sheet  accrued  expense  not  yet  paid  to 
a  plan 

Net  amortization  and  deferral  represents  the  net  effect  during  the  period  of  the 
delayed  recognition  provisions  of  SFAS  No.  87 

Another  important  element  in  the  retirement  programs 
for  associates  is  the  federal  Social  Security  system, 
into  which  the  company  paid  $135  million  in  19%  as 
its  matching  contribution  to  the  $135  million  paid  in 
by  associates. 

The  company  maintains  a  post  retirement  benefit  plan 
for  certain  associates.  Benefits  vary  by  the  group  of 
associates  covered.  They  include  fixed  or  variable 
benefits  for  life  and/or  health  insurance.  At  the  end  of 
19%.  the  company  increased  the  discount  rate  assump¬ 
tion  from  7.0%  to  7.5%,  which  resulted  in  a  $2  million 
decrease  in  the  present  value  of  future  obligations. 

As  of  February  1.  1997,  the  company’s  estimated 
present  value  of  future  obligations  for  post  retirement 
benefits  of  S41  million  is  fully  accrued  in  accordance 
with  SFAS  No.  106,  “Employers’  Accounting  for  Post¬ 
retirement  Benefits  Other  Than  Pensions.”  The  estimat¬ 
ed  future  obligations  are  based  upon  assumed  annual 
health  care  cost  increases  of  1 1%  for  1997,  decreasing 
by  1%  annually  to  7%  for  2001  and  future  years.  A 
one-percentage-point  increase/decrease  in  the  assumed 
annual  health  care  cost  increases  would  increase/ 
decrease  the  present  value  of  estimated  future  obliga¬ 
tions  for  postretirement  benefits  by  $1  million.  The 
postretirement  plan  is  unfunded.  The  postretirement 
expense  was  $3  million.  S2  million,  and  $3  million  in 
19%.  1995.  and  1994,  respectively. 


Taxes 

The  provision  for  income  taxes  and  related  percent  of 
pretax  earnings  for  the  last  three  years  were  as  follows: 


(dollars  in  millions) 

1996 

1995 

1994 

S 

% 

S 

% 

S 

% 

Federal 

$344 

$343 

S331 

State  and  local 

69 

70 

72 

Taxes  currently  payable 

413 

33.6% 

413 

35.7% 

403 

37.3% 

Federal 

58 

40 

22 

State  and  local 

12 

7 

4 

Deferred  taxes 

70 

5.7 

47 

4.0 

26 

2-4 

Total 

$483 

39.3% 

$460 

39.7% 

$429 

39.7% 

The  reconciliation  between  the  statutory  federal  income 
tax  rate  and  the  effective  income  tax  rate  for  the  last 
three  years  follows: 


1996 

1995 

1994 

Statutory  federal  income  tax  rate 

35.0% 

35.0% 

35.0% 

State  and  local  income  taxes 

Federal  tax  benefit  of  state 

6  6 

6.7 

7.2 

and  local  income  taxes 

(2.3) 

(2.3) 

(2.5) 

Other,  net 

- 

0.3 

- 

Effective  income  tax  rate 

39.3% 

39.7% 

39.7% 

Major  components  of  deferred  tax  assets  and  (liabilities) 


were  as  follows; 

(millions) 

February  1, 
1997 

February  3, 

1996 

Accrued  expenses  and  reserves 

S  130 

S  132 

Deferred  and  other  compensation 

103 

104 

Depreciation/amortization  and  basis  differences 

(407) 

(323) 

Other  deferred  income  tax  liabilities,  net 

(155) 

(173) 

Net  deferred  income  taxes 

(329) 

(260) 

Less:  Net  current  deferred  income  tax  assets 

72 

118 

Noncurrent  deferred  income  taxes 

$(401) 

$(378) 

Net  current  deferred  income  tax  assets  are  included  in 
other  current  assets  in  the  accompanying  balance  sheet. 


Accounts  Receivable 

During  19%.  credit  sales  under  department  store  credit 
programs  were  S6.0  billion,  or  50.0%  of  19%  depart¬ 
ment  store  revenues;  this  compares  with  54.5%  in  1995 
and  57.3%  in  1994.  An  estimated  30  million  customers 
hold  credit  cards  under  the  company’s  various  credit 
programs.  Sales  made  through  third-party  credit  cards 
totaled  $3.0  billion  in  1996.  compared  with  $2.4  billion 
in  1995  and  $1.8  billion  in  1994. 

Net  accounts  receivable  consisted  of: 


(millions) 

February  1, 
1997 

February  3, 

1996 

Customer  accounts  receivable 

$2,410 

$2,377 

Other  accounts  receivable 

119 

101 

Total  accounts  receivable 

2.529 

2.478 

Allowance  tor  uncollectible  accounts 

(104) 

(75) 

Accounts  receivable,  net 

S  2.425 

$2,403 

Other  Current  Assets 

In  addition  to  net  current  deferred  income  tax  assets, 
other  current  assets  consisted  of  prepaid  expenses  and 
supply  inventories  of  $56  million  and  $51  million  in 
19%  and  1995,  respectively. 

Other  Assets 

Major  components  of  other  assets  included: 

February  1 ,  February  3, 
(millions) _ 1997 _ 1996 

Notes  receivable  $32  $37 

Deterred  debt  expense  31  26 


Accrued  Expenses 

Major  components  of  accrued  expenses  included: 


(millions) 

February  1, 
1997 

February  3, 

1996 

Insurance  costs 

$197 

$185 

Salaries,  wages,  and  employee  benefits 

105 

89 

Interest  and  rent  expense 

94 

79 

Sales  and  use  and  other  taxes 

91 

96 

Store  closings  and  real  estate-related 

51 

71 

Advertising  and  other  operating  expenses 

51 

53 

Construction  costs 

44 

43 
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Short-term  Debt  and  Lines  of  Credit 

Short-term  borrowings  for  the  last  three  years  were: 

(dollars  In  millions)  1996  1995  1  994 

Balance  outstanding  at  year-end  - 

Average  balance  outstanding  S  35  $  75  S  83 

Average  interest  rate  on  average  balance  5  7%  6  2%  5.0% 

Maximum  balance  outstanding  $178  $246  $317 

The  average  balance  of  short-term  borrowings  outstand¬ 
ing,  primarily  commercial  paper,  and  the  respective 
weighted  average  interest  rates  are  based  on  the 
number  of  days  such  short-term  borrowings  were  out¬ 
standing  during  the  year.  The  company  lias  $750  million 
available  under  a  credit  agreement.  At  February  1. 

1997,  there  were  no  amounts  outstanding  under  this 
agreement. 


Long-term  Debt 

Long-term  debt  and  capital  lease  obligations  were: 


(dollars  in  millions) 

February  1, 
1997 

February  3, 
1996 

5.7%  to  10.75%  unsecured  notes  and 
smkmg-tund  debentures  due  1997  -  2036 

$3,981 

$3,341 

3.0%  to  10.0%  mortgage  notes 
and  bonds  due  1997  -  2012 

66 

65 

Debt 

4.047 

3.406 

Capital  lease  obligations 

58 

59 

Total  debt  and  capital  lease  obligations 

4.105 

3.465 

Less  current  maturities 

256 

132 

Total  long-term 

$3,849 

$3,333 

In  the  second  quarter  of  19%.  the  company  issued 
$200  million  of  8.30%  debentures  due  in  2026. 

During  the  1996  third  quarter,  the  company  issued  a 
total  of  $475  million  in  debt  securities  which  comprised 
$200  million  of  7.875%  debentures  due  in  2036. 

$150  million  of  7.45%  debentures  due  in  201  I.  and 
$125  million  of  7.45%  debentures  due  in  2016.  During 
the  1996  fourth  quarter,  the  company  issued  $125  mil¬ 
lion  of  6.875%  debentures  due  in  2005.  The  proceeds 
from  these  issuances  were  added  to  the  company's 
general  funds.  They  were  available  for  capital  expendi¬ 
tures.  working-capital  needs,  stock  repurchases,  the 
purchase  of  certain  of  the  company’s  other  indebted¬ 
ness,  and  other  general  corporate  purposes,  including 
investments  and  acquisitions. 

During  the  1996  fourth  quarter,  the  company  called 
$150  million  of  9.125%  debentures  due  to  mature 
December  1,  2016,  and  recorded  an  extraordinary 
aftertax  loss  of  $5  million  ($8  million  pretax). 

During  the  1995  fourth  quarter,  the  company  recorded 
an  extraordinary  aftertax  loss  of  $3  million  ($5  million 
pretax),  as  it  executed  a  binding  contract  to  call  $112  mil¬ 
lion  of  9.25%  debentures  due  to  mature  March  1,  2016. 
The  debentures  were  called  on  March  1.  1996. 


The  annual  maturities  of  long-term  debt,  including 
sinking  fund  requirements,  are  $255  million.  S237  mil¬ 
lion.  $97  million.  $250  million,  and  $83  million  for 
1997  through  2001.  respectively. 

The  net  book  value  of  property  and  equipment  encum¬ 
bered  under  long-term  debt  agreements  was  $107  mil¬ 
lion  at  February  1,  1997. 

Lease  Obligations 

The  company  ow  ns  approximately  74%  of  its  stores. 
Rental  expense  for  the  company’s  operating  leases 
consisted  of: 


(millions) 

1996  1995 

1994 

Minimum  rentals 

$45  $38 

$38 

Contingent  rentals  based  on  sales 

17  15 

14 

Real  property  rentals 

62  53 

52 

Equipment  rentals 

4  4 

5 

Total 

$66  S  57 

$57 

Future  minimum  lease  payments  at  February  1.  1997, 

were  as  follows: 

(millions) 

Capital  Operating 
Leases  Leases 

Total 

1997 

$  8  $  44 

$  52 

1998 

8  40 

48 

1999 

7  35 

42 

2000 

7  32 

39 

2001 

7  29 

36 

After  2001 

115  297 

412 

Minimum  lease  payments 

152  $477 

$629 

Less  imputed  interest  component 

94 

Present  value  of  net  minimum  lease 
payments,  of  which  $1  million  is 

included  in  current  liabilities 

$  58 

The  present  value  of  operating  leases  was  $242 

million 

at  February  1,  1997. 

Property  under  capital  leases 

is  summarized  as 

follows: 

February  1.  February  3, 

(millions) 

1997 

1996 

Cost 

$68 

$75 

Accumulated  amortization 

(34) 

(39) 

Total 

$34 

$36 

Other  Liabilities 

In  addition  to  accrued  pension  cost,  other  liabilities 
principally  consisted  of  deferred  compensation  liabilities 
of  SI 51  million  at  February  1.  1997,  and  at  February  3, 
1996.  Under  the  company’s  deferred  compensation 
plan,  eligible  associates  may  elect  lo  defer  a  portion  of 
their  compensation  each  year  into  cash  and/or  stock 
unit  alternatives.  The  company  makes  payments  in 
shares  to  settle  obligations  with  most  participants  who 
defer  in  stock  units,  and  maintains  shares  in  treasury 
sufficient  to  settle  all  outstanding  slock  unit  obligations. 
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Preferred  and  Preference  Stock 


The  company  is  authorized  to  issue  25.134.474  shares 
of  preferred  and  preference  stock.  The  following  table 
summarizes  the  authorized,  issued,  and  outstanding 
shares  by  type: 

Issued  and  Outstanding 


February  1, 
1997 


February  3. 
1996 


except  per  share) 

Authorized  $ 

Shares 

$ 

Shares 

Preferred  Stock,  no  par  value 

SI  80  Preference  Stock. 

51.323  S  - 

- 

SI 

11.974 

no  par  value 

33/4%  Cumulative  Preference 

73.273 

- 

1 

26.653 

Stock.  SI 00  par  value  per  share 
Preference  Stock.  $.50  par  value 
per  share,  in  the  aggregate. 

9.878 

including  ESOP  shares 

25.000.000  S  347 

685.050 

$366  722.111 

The  Preferred  Stock  and  the  SI. 80  Preference  Stock 
were  included  in  other  liabilities  in  1995.  The  ESOP 
Preference  Shares  are  show  n  separately  in  the  consoli¬ 
dated  balance  sheet  outside  of  shareow  ners’  equity  as 
the  shares  are  redeemable  by  the  holder  or  the  company 
in  certain  situations. 

Common  Stock  Repurchase  Program 

During  1996.  the  company  repurchased  $600  million 
of  its  common  stock  (12.7  million  shares)  in  the  open 
market  from  time  to  time  as  market  conditions  allowed. 

In  addition,  on  February  12.  1997.  the  company 
announced  plans  to  repurchase  up  to  $300  million  of 
May  common  stock.  Such  purchases,  which  will  he 
made  in  the  open  market  from  time  to  time  as  market 
conditions  allow,  are  subject  to  Securities  and  Ex¬ 
change  Commission  ndes  and  regulations. 

Stock  Option  and  Stock-Related  Plans 

Under  the  company’s  common  stock  option  plans, 
options  are  granted  at  the  market  price  on  the  date  of 
grant.  Options  to  purchase  may  extend  for  a  period  of 
up  to  10  years,  may  be  exercised  in  installments  only 
after  stated  intervals  of  time,  and  are  conditional  upon 
continued  active  employment  with  the  company.  The 
options  may  he  exercised  during  certain  periods  follow¬ 
ing  retirement,  disability  or  death. 

During  1996.  the  number  of  stock  options  and  option 
prices  were  adjusted  proportionally  to  reflect  the 
distribution  of  Payless  common  shares  to  May  common 
shareowners.  For  comparability  with  1996,  option  infor¬ 
mation  for  1995  is  presented  on  an  adjusted  basis. 


A  summon'  of  the  status  of  the  various  stock  option 
plans  at  the  end  of  1996  and  1995,  ami  the  changes 
within  years  is  presented  below: 


1996  1995 


(shares  in 
thousands) 

1 

Shares 

Range  of 
Exercise 

Prices 

Average 

Exercise 

Price 

1 

Shares 

Range  of 
Exercise 

Prices 

Average 

Exercise 

Price 

Outstanding  at 
beginning  of  year 

5.687 

S 1 1—40 

$32 

5,874 

$11-40 

$  29 

Granted 

2.583 

43-49 

45 

1.704 

33—40 

34 

Exercised 

(1.042) 

11-40 

28 

(1.567) 

12-38 

24 

Forfeited  or  expired 

(507) 

25—45 

36 

(324) 

19-40 

33 

Outstanding  at 
end  of  year 

6,721 

$11-49 

$37 

5.687 

$11-40 

$32 

Exercisable  at 
end  of  year 

2.186 

$11-40 

S  31 

1.929 

$11-40 

$  29 

Shares  available  for 
additional  grants 

Fair  value  of 
options  granted 

9.349 

$17 

11,535 

$  12 

The  following  table  summarizes  information  about  stock 
options  outstanding  at  February  1,  1997: 

Options  Outstanding  Options  Exercisable 


Range  of 
Exercise 

Prices 

Number 
Outstanding 
at  Feb.  1 

Average 

Remaining 

Contractual 

Life 

Average 

Exercise 

Prices 

Number 

Exercisable 

at  Feb.  1 

Average 

Exercise 

Life 

$  11 

4 

4 

S11 

4 

4 

19-27 

833 

5 

25 

723 

5 

28-40 

3.378 

7 

34 

1.411 

7 

43-49 

2,506 

9 

46 

48 

9 

6.721 

8 

31 

2.186 

6 

Under  the  1994  Stock  Incentive  Plan,  the  company  is 
authorized  to  grant  a  maximum  of  1.75  million  shares  of 
restricted  stock  to  management  associates.  No  monetary 
consideration  is  paid  by  associates  who  receive  restrict¬ 
ed  stock.  Restricted  stock  can  be  granted  with  or  with¬ 
out  performance  restrictions.  Restrictions,  including 
performance  restrictions,  lapse  over  periods  of  up  to 
10  years,  as  determined  at  the  date  of  the  grant.  In  1996 
and  1995,  the  company  granted  257.790  and  274,750 
shares  of  restricted  stock,  respectively,  under  the  1994 
Stock  Incentive  Plan. 

The  company’s  plans  are  accounted  for  by  applying 
APB  Opinion  No.  25.  For  stock  options,  no  compensa¬ 
tion  cost  has  been  recognized  because  the  option  exer¬ 
cise  price  is  fixed  at  the  market  price  on  the  date  of 
grant.  For  restricted  stock  grants,  compensation  expense 
is  based  upon  the  grant  date  market  price  and  is  record¬ 
ed  over  the  lapsing  period.  For  performance-based 
restricted  stock,  compensation  expense  is  recorded  over 
the  performance  period  based  on  estimates  of  perfor¬ 
mance  levels  and  the  issuance-date  market  price. 


Iii  October  1995,  SFAS  No.  123,  "Accounting  for 
Stock-Based  Compensation,'*  was  issued.  SFAS  No.  123 
prov  ides  an  alternative  method  of  accounting  for  stock- 
based  compensation.  Had  compensation  cost  for  these 
plans  been  determined  in  accordance  with  SFAS  No. 
123.  the  company's  net  earnings  and  net  earnings  per 
share  would  have  been  as  follows: 


1996 

1995 

Net  earnings  from  continuing  operations 

As  reported 

Pro  forma 

S  749 
740 

$  700 

697 

Primary  EPS  from  continuing  operations 

As  reported 

Pro  forma 

$294 

2.91 

$273 

2.72 

Fully  diluted  EPS  from  continuing  operations 

As  reported 

Pro  forma 

$2.82 

2.79 

$261 

260 

The  option  expense  is  estimated  on  the  date  of  grant 
(for  1995  or  later  grants)  using  the  Black-Seholes 
option  pricing  model.  The  option  expense  is  recognized 
(on  a  pro  forma  basis)  as  the  options  vest.  As  the  option 
expense  only  measures  1995  or  later  grants,  the*  pro 
forma  impact  above  may  not  he  representative  of  future 
years.  The  respective  19%  and  1995  Black-Seholes 
assumptions  include  6.8%  and  0.4$  risk-free  interest 
rates,  $1.16  and  $1.14  expected  dividend  yields.  10- 
year  lives,  and  25.1%  and  23.0%  expected  volatility. 

Shareowner  Rights  Plan 

The  company  has  a  Shareowner  Bights  Plan  (Preferred 
Stock  Purchase  Bights)  under  which  a  right  i*  attached 
It)  each  share  o!  the  company's  common  stock.  The 
rights  become  exercisable  only  under  certain  circum¬ 
stances  involving  actual  or  potential  acquisitions  of  the 
company's  common  stock  by  a  person  or  by  affiliated 
persons.  Depending  upon  the  circumstances,  if  the 
rights  become  exercisable,  the  holder  may  he  entitled 
to  purchase  units  of  the  company's  preference  stock, 
shares  of  the  company's  common  stock,  or  shares  of 
common  stock  of  the  acquiring  person.  The  rights  will 
remain  in  existence  until  August  31.  2004.  unless  they 
are  terminated,  extended,  exercised  or  redeemed. 


Fair  Value  of  Financial  Instruments 

The  following  table  presents  the  carry  ing  amounts  and 
fair  values  of  the  company's  financial  instruments  at 
February  1.  1997.  and  February  3.  19%.  SFAS  No.  107. 
“Disclosures  about  Fair  Value  of  Financial  Instal¬ 
ments."  defines  the  fair  value  of  a  financial  instrument 
as  the  amount  at  which  the  instrument  could  be 
exchanged  in  a  current  transaction  between  willing 
parties,  other  than  in  a  forced  or  liquidation  sale. 

1996  1995 

Carrying  Fair  Carrying  Fair 
(millions)  Amount  Value  Amount  Value 

Accounts  receivable  S  2.425  S  2.425  S  2,403  $  2.403 

Long-term  debt  4.047  4.381  3.406  3.977 

'flit4  carrying  amounts  shown  in  the  table  are  included 
in  the  consolidated  balance  sheet  under  the  indicated 
captions. 

The  decrease  in  the  spread  between  the  fair  value  and 
carry  ing  amount  of  long-term  debt  in  19%  compared 
with  1995  was  due  to  higher  interest  rates  at  the  end 
of  19%.  The  fair  value  was  determined  with  the  use  of 
borrowing  rates  currently  available  for  debt  instruments 
with  similar  remaining  terms  and  maturities. 

Discontinued  Operation 

On  January'  17.  1996.  the  company  announced  its 
intention  to  spin  off  Pavless,  its  chain  of  self-sen  ice 
family  shoe  stores.  The  spin-off  was  completed  effective 
May  4,  1996.  as  a  tax-free  distribution  to  shareowners. 
The  company's  financial  statements  presented  herein 
have  been  restated  to  reflect  Payless  as  a  discontinued 
operation. 

Bay  less  revenues  were  $601  million.  $2,330  million, 
and  $2.1  16  million  for  1996.  1995.  and  1994,  reflec¬ 
tively.  The  reported  net  eaming>  from  the  discontinued 
operation  are  net  of  $16  million,  $36  million,  and 
$84)  million  in  income  tax  expense  for  19%.  1995. 
and  1994,  respectively. 

In  1995,  Payless  recorded  a  pretax  special  and  nonre¬ 
curring  charge  of  $72  million,  related  primarily  to  store 
closings.  Pavless's  1995  net  earnings  before  special 
and  nonrecurring  items  would  have  been  $99  million, 
or  $.37  per  fully  diluted  share. 
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Eleven-Year 
Financial  Summary 


(dollars  in  millions,  except  per  share) 

1996 

1995 

1994 

Net  Retail  Sales 

$11,650 

$10,484 

$  9,748 

Operations 

Revenues 

$12,000 

$10,952 

$10,107 

Cost  of  sales 

8,226 

7,461 

6,879 

Selling,  general,  and  administrative  expenses 

2,265 

2,081 

1,916 

Interest  expense,  net 

277 

250 

233 

Earnings  from  continuing  operations  before  income  taxes 

1,232 

1,160 

1,079 

Provision  for  income  taxes 

483 

460 

429 

Net  Earnings  from  Continuing  Operations 

749 

700 

650 

LIFO  charge  (credit) 

(20) 

(53) 

(46) 

Net  earnings 

755 

752 

782 

Depreciation  and  amortization 

373 

333 

297 

Cash  flow  from  operations 1 

1,122 

1,033 

947 

Net  issuances  (repayments)  of  long-term  debt2 

412 

444 

118 

Capital  expenditures 

632 

801 

682 

Dividends  on  common  stock 

287 

278 

251 

Per  Share 

Net  Earnings  from  Continuing  Operations3 

$  2.82 

S  2.61 

$  2.43 

Net  earnings  3-4 

2.84 

2.81 

2.92 

Dividends  paid 

1.16 

1.12 

1.01 

Annual  dividend  rate  at  year-end 

1.16 

1.14 

1.04 

Book  value 

15.41 

18.42 

16.65 

Market  price  —  high 

52.25 

46.25 

45.13 

—  low 

40.50 

33.50 

32.25 

—  average  of  high  and  low 

46.38 

39.88 

38.69 

- 1 

Financial  Position 

Customer  accounts  receivable 

$  2,410 

$  2,377 

$  2,418 

1 

Merchandise  inventories 

2,380 

2,134 

1,813 

Working  capital 

3,112 

3,495 

3,029 

Property  and  equipment,  net 

4,159 

3,744 

3,275 

Long-term  debt,  preferred,  and  preference  stock 

4,196 

3,701 

3,240 

1 

j 

Shareowners’  equity 

3,650 

4,585 

4,135 

Total  assets 

10,059 

10,122 

9,237 

- 1 

Statistics 

Percent  of  revenues: 

Net  earnings  from  continuing  operations 

6.2% 

6.4% 

6.4% 

Cash  flow  from  operations 1 

9.3 

9.4 

9.4 

Return  on  equity 

19.4 

20.8 

21.3 

Return  on  net  assets 

18.8 

20.1 

20.1 

Stores  Open  at  Year-end 

365 

346 

314 

Average  Shares  Outstanding  and  Equivalents 

Primary 

248.7 

249.9 

249.6 

Fully  diluted 

264.1 

265.3 

264.9 

All  years  induded  52  weeks,  except  1995  and  1989.  which  included  53  weeks  Net  retail  sales  tor  1995  and  1989  are  shown  on  a  52-week  basis  for  comparability. 

1  Cash  flow  from  operations  represents  net  earnings  and  depreciation/amortization  from  continuing  operations.  It  is  different  from  cash  flow  from  operating  activities 
as  shown  on  the  statement  of  cash  flows. 

2  Net  issuances  (repayments)  of  long-term  debt  exclude  the  elimination  of  $618  million  of  MCAC  loans  in  1992  and  S400  million  of  guaranteed  ESOP  debt  in  1989. 

3  Represents  earnings  per  share  on  a  fully  diluted  basis. 
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1993  1992  1991  1990  1989  1988  1  987  1  986 


S9,010 

$8,405 

$7,862 

$7,491 

$7,026 

$6,175 

$4,744 

$4,343 

$9,562 

S9.362 

S9.068 

$8,700 

$8,356 

$7,742 

$6,415 

$6,503 

6,537 

6.459 

6,275 

6,047 

5,734 

5,348 

4,492 

4,625 

1,824 

1,859 

1,861 

1,772 

1,735 

1,645 

1,325 

1,353 

244 

279 

315 

278 

231 

196 

77 

90 

957 

579# 

617 

603 

656 

553 

521 

435 

379 

107‘ 

213 

199 

231 

191 

203 

171 

578 

472 

404 

404 

425 

362 

318 

264 

7 

10 

26 

39 

(22) 

(3) 

8 

4 

711 

603 

515 

500 

498 

534 

444 

381 

281 

283 

273 

253 

234 

236 

187 

189 

859 

755 

677 

657 

659 

599 

505 

454 

(190) 

(248) 

313 

590 

169 

891 

(61) 

159 

560 

284 

366 

466 

470 

292 

353 

374 

223 

204 

198 

191 

186 

184 

170 

131 

$  2.15 

$  1.76 

$  1.52 

$  1.51 

$  1.50 

$  1.23 

$  1.03 

$  .83 

2.65 

2.26 

1.93 

1.87 

1.76 

1.81 

1.44 

1.20 

.90 

.83 

.81 

.77 

.69 

.62 

.56 

.51 

.92 

.83 

.81 

.79 

.71 

.64 

.57 

.52 

14.65 

12.82 

11.26 

10.04 

9.32 

10.75 

9.13 

8.50 

46.50 

37.25 

30.19 

29.56 

26.31 

20.00 

25.44 

22.06 

33.44 

26.00 

22.63 

18.69 

17.31 

14.38 

11.13 

15.94 

39.97 

31.63 

26.41 

24.13 

21.81 

17.19 

18.28 

19.00 

$2,367 

$2,373 

$2,377 

$2,456 

$2,223 

$2,099 

$1,590 

$1,516 

1,647 

1,476 

1,436 

1,375 

1,278 

1,141 

880 

848 

2,921 

2,691 

3,051 

2,635 

2,059 

2,093 

1,821 

1,921 

2,977 

2,774 

2,808 

2,728 

2,446 

2.285 

1,830 

1,745 

3,192 

3,256 

4,299 

3,948 

3,387 

2,384 

1,048 

1,131 

3,639 

3,181 

2,781 

2,467 

2,319 

3,050 

2,723 

2,595 

8,614 

8,376 

8,566 

8,083 

7,570 

7,374 

5.464 

5.629 

6.0% 

5.0% 

4.5% 

4.6% 

5.1% 

4.7% 

5.0% 

4.1% 

9.0 

8.1 

7.5 

7.6 

7.9 

7.7 

7.9 

7.0 

22.1 

21.5 

20.7 

21.8 

18.0 

18.6 

17.0 

15.7 

19.0 

15.4** 

14.5 

15.8 

16.9 

16.2 

15.7 

15.4 

301 

303 

318 

324 

288 

297 

258 

286 

249.9 

248.8 

248.0 

249.0 

267.2 

294.8 

306.3 

313.1 

265.5 

265.3 

264.2 

264.8 

280.0 

295.4 

306.3 

314.9 

4  Primary  earnings  per  share  were  S  13  higher  in  1996.  $.13  higher  in  1995.  $.14  higher  m  1994.  $  12  higher  in  1993.  $.09  higher  in  1992.  $  08  higher  in  1991,  $  07  higher  in  1990.  $  05 
higher  in  1989.  and  $  01  higher  m  each  of  1988  and  1986 


*  Pretax  earnings  include  a  net  charge  of  S187  million  from  special  and  nonrecumng  items,  and  income  taxes  indude  a  tax  benefil  of  $187  million  from  special  and  nonrecurring  items. 
*•  Based  on  pretax  earnings  before  speoal  and  nonrecumng  items. 
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Management's  Responsibility 
and  Report  of  Independent 
Public  Accountants 


Report  of  Management.  Management  is  responsible  for 
the  preparation,  integrity,  and  objectivity  of  the  finan¬ 
cial  information  included  in  this  annual  report.  The 
financial  statements  have  been  prepared  in  confomiity 
with  generally  accepted  accounting  principles  applied 
on  a  consistent  basis.  The  preparation  of  financial  state¬ 
ments  in  confomiity  with  generally  accepted  accounting 
principles  requires  management  to  make  estimates  and 
assumptions  that  affect  the  reported  amounts.  Although 
the  financial  statements  reflect  all  available  information 
and  management's  judgment  and  estimates  of  current 
conditions  and  circumstances,  prepared  with  the  assis¬ 
tance  of  specialists  within  and  outside  the  company, 
actual  results  could  differ  from  those  estimates. 

Management  has  established  and  maintains  an  internal 
control  structure  to  provide  reasonable  assurance  that 
assets  are  safeguarded  against  loss  from  unauthorized 
use  or  disposition,  that  the  accounting  records  provide 
a  reliable  basis  for  the  preparation  of  financial  state¬ 
ments,  and  that  such  financial  statements  are  not  mis¬ 
stated  due  to  material  fraud  or  error.  Internal  controls 
include  the  careful  selection  of  associates,  the  pro|>er 
segregation  of  duties,  and  the  communication  and  appli¬ 
cation  of  formal  policies  and  procedures  that  are  consis¬ 
tent  with  high  standards  of  accounting  and  administra¬ 
tive  practices.  An  important  element  of  this  structure  is 
a  comprehensive  internal  audit  program.  Management 
continually  reviews,  modifies,  and  improves  its  systems 
of  accounting  and  controls  in  response  to  c  hanges  in 
business  conditions  and  operations,  and  in  response  to 
recommendations  in  the  reports  prepared  by  the  inde¬ 
pendent  public  accountants  and  internal  auditors. 

Management  believes  that  it  is  essential  for  the  com¬ 
pany  to  conduct  its  business  affairs  in  accordance  with 
the  highest  ethical  standards  and  in  confomiity  with 
the  law.  This  standard  is  descrilied  in  the  company’s 
policies  on  business  conduct,  which  are  publicized 
throughout  the  company. 

Audit  Committee  of  the  Board  of  Directors.  The  Board  of 
Directors,  through  the  activities  of  its  Audit  Committee, 
participates  in  the  reporting  of  financial  information  by 
the  company.  The  committee  meets  regularly  with  man¬ 
agement.  the  internal  auditors,  and  the  independent 
public  accountants.  The  committee  met  four  times  dur¬ 
ing  1996.  It  reviewed  the  scope,  timing,  and  fees  for  the 
annual  audit  and  the  results  of  audit  examinations  com¬ 
pleted  by  the  internal  auditors  and  independent  public- 
accountants.  The  audit  results  included  recommenda¬ 
tions  to  improve  certain  internal  controls  and  the  follow¬ 
up  reports  prepared  by  management.  The  independent 


public  accountants  and  internal  auditors  have  free 
access  to  the  committee  and  the  Board  of  Directors. 
They  attend  each  meeting  of  the  committee. 

The  members  of  the  Audit  Committee  are  Russell  E. 
Palmer  (chairman),  Helene  L.  Kaplan.  Edward  H. 
Meyer,  Michael  11.  Quinlan.  William  P.  Stiritz.  Robert 
D.  Storey,  and  Murray  L.  Weidenbaum. 

The  Audit  Committee  reports  the  results  of  its  activities 
to  the  full  Board  of  Directors. 

Report  of  Independent  Public  Accountants. 

To  the  Board  of  Directors  and  Shareowners  of  The  May 
Department  Stores  Company: 

We  have  audited  the  accompanying  consolidated  bal¬ 
ance  sheet  of  The  May  Department  Stores  Company 
(a  Delaware  corporation)  and  subsidiaries  as  of 
February  1.  1997,  and  February  3.  19%.  and  the  relat¬ 
ed  consolidated  statements  of  earnings,  shareowners’ 
equity  and  cash  Hows  for  each  of  the  three  fiscal  years 
in  the  period  ended  February  1,  1997.  These  financial 
statements  are  the  responsibility  of  the  company’s  man¬ 
agement.  Our  responsibility  is  to  express  un  opinion  on 
these  financial  statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally 
accepted  auditing  standards.  Those  standards  require 
that  vve  plan  and  perform  the  audit  to  obtain  reasonable 
assurance  alxnit  whether  the  financial  statements  are 
free  of  material  misstatement.  An  audit  includes  exam¬ 
ining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements.  An  audit 
also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  statement  presenta¬ 
tion.  We  believe  that  our  audits  provide  a  reasonable 
basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to 
above  present  fairly,  in  all  material  respects,  the 
financ  ial  position  of  The  May  Department  Stores 
Company  and  subsidiaries  as  of  February  1.  1997.  and 
February’  3,  1996.  and  the  results  of  their  operations 
and  their  cash  flows  for  each  of  the  three  fiscal  years 
in  the  period  ended  February  1.  1997,  in  conformity 
with  generally  accepted  accounting  principles. 

Arthur  Andersen  LLP 

1010  Market  Street 

St.  Louis,  Missouri  63101-2089 

February  12,  1997 
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Corporate  Headquarters 

The  May  Department  Stores  Company 
61 1  Olive  Street 
St.  Louis,  Mo.  63101-1799 
(314)  342-6300 

1997  Annual  Meeting 

The  Annual  Meeting  of  Shareowners  will  be  held  at 
10  a.m..  Friday,  May  23.  at  America’s  Center. 
Washington  at  Eighth  Street,  St.  Louis.  Mo. 

Information  Requests 

Copies  of  the  company’s  annual  report  to  share- 
owners.  the  Form  10-K  annual  report  to  the 
Securities  and  Exchange  Commission,  the  Form 
10-Q  quarterly  reports  to  the  SEC.  and  quarterly 
earnings  releases  are  available  free  of  charge  to 
shareowners  upon  request: 

Corporate  Communications 

The  May  Department  Stores  Company 

61 1  Olive  Street 

St.  Louis,  Mo.  63101-1799 

Recent  press  releases  are  also  available  at  our 
internet  address:  http://www.maycompany.com. 

A  summary  of  charitable  contributions  made  by 
The  May  Department  Stores  Company  Foundation 
and  the  company’s  Statement  of  Corporate 
Responsibility  are  available  upon  request  from  the 
address  above.  The  Statement  of  Corporate 
Responsibility  includes  our  policies  on  affirmative 
action  and  equal  employment  opportunity,  minori¬ 
ty-owned  and  women-owned  suppliers,  sexual 
harassment,  and  vendor  standards  of  conduct. 

Common  Stock 

Shares  of  The  May  Department  Stores  Company 
common  stock  are  listed  and  traded  on  the  New 
York  Stock  Exchange  under  the  symbol  MAY.  The 
stock  is  quoted  as  “MayDS”  in  daily  newspapers. 


Shareowner  Inquiries 

For  assistance  concerning  dividend  payments  and 
shareowner  records,  please  contact  our  transfer 
agent  and  registrar.  The  Bank  of  New  York: 

Telephone  inquiries: 

(800)  524-4458 

E-mail  inquiries: 

Shareowner-svcs@  Email.bony.com 
Written  inquiries: 

Shareholder  Relations  Department  -  1 1 E 

P.O.  Box  11258 

Church  Street  Station 

New  York,  N.Y.  10286-1258 

Certificate  transfers  and  address  changes: 

Receive  and  Deliver  Department  -  11W 

P.O.  Box  11002 

Church  Street  Station 

New  York,  N.Y.  10286-1002 

Security  analysts,  investment  professionals, 
and  shareowners  may  direct  their  inquiries  to: 

Mr.  Jan  R.  Kniffen 

Senior  Vice  President  and  Treasurer 
The  May  Department  Stores  Company 
61 1  Olive  Street 
St.  Louis.  Mo.  63101-1799 
(314)  342-6413 

Dividend  Reinvestment 

Dividends  on  May  common  stock  may  be 
reinvested  economically  and  conveniently 
through  participation  in  the  Dividend  Reinvestment 
Plan.  Participating  shareowners  may  also  make 
optional  cash  purchases  of  May  common  stock. 
Additional  information  may  be  obtained  from  the 
plan  administrator: 

The  Bank  of  New  York 
P.O.  Box  11260 
Church  Street  Station 
New  York.  N.Y.  10277-1260 
(800)  524-4458 


